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EQUAL   PAY   FOR    EQUAL    WORK 

John  Jones  earned  good  wages  from  a  firm  of  outfitters  by 
braiding  military  tunics.  He  fell  ill  and  was  allowed  by  the  firm 
to  continue  his  work  in  his  own  home.  He  taught  his  wife  his 
trade,  and  as  his  illness  became  gradually  more  severe  she  did 
more  and  more  of  the  work  until  presently  she  did  it  all.  But 
as  long  as  he  lived  it  was  taken  to  the  firm  as  his  work  and  paid 
for  accordingly. 

When,  however,  it  became  quite  clear,  John  Jones  being  dead 
and  buried,  that  it  could  not  be  his  work,  Mrs.  John  Jones  was 
obliged  to  own  that  it  was  hers,  and  the  price  paid  for  it  by  the 
firm  was  immediately  reduced  to  two-thirds  of  the  amount  paid 
when  it  was  supposed  to  be  her  husband's. 

Those  who  uphold  the  principle  *'  Equal  pay  for  equal  work  " 
are  fighting  against  this  differentiation  against  women's  rate  of 
wages.  They  ask  why  jthe  firm  was  prepared  to  pay  John  Jones 
a  certain  jsum  for  braiding  a  tunic?  The  reply  is  obvious :  be- 
cause a  braided  tunic  is  worth  more  and  sells  for  more  than  an 
unbraided  tunic.  The  tunic  when  braided  sells  for  an  equal  sum 
whether  the  braid  has  been  sewn  on  by  John  or  Jane,  on  the 
supposition  naturally  that  Jane's  sewing  is  equal  to  John's.  The 
paying  of  Jane  at  a  substantially  lower  rate  than  John  is  under- 
cutting all  the  men  in  the  trade  and  is  therefore  injurious  to 
their  interests.  It  is  sweating  the  woman  worker  and  is  there- 
fore injurious  to  women  in  general,  and  exercises  what  Miss 
Rathbone  in  her  interesting  article  in  the  Economic  Journal 
for  March,  1917,  calls  "a  downward  pull"  on  their  waged. 

Miss  Rathbone  calb  the  formula  ''equal  wages  for  equal 
No.  109. — ^VOL.  xxvni.  b 
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..^ork"*-vague  and  ill-defined.  She  says  that  in  accepting  it 
••.\*:///feiilini8ts  are  falling  into  a  very  palpable  trap  set  for  them  by 
•  -  '  the  men's  trade  unions.  With  all  respect  I  should  demur  to  both 
these  statements.  By  "equal  wages  for  equal  work"  no  one 
means  that  women  who  are  less  valuable  as  producers  should  be 
paid  the  same  as  men  who  are  more  valuable.  In  reading  Miss 
Bathbone's  article  I  cannot  help  feeling  that  she  too  much  disre- 
gards the  tremendously  depressing  effect  on  women's  wages  of  the 
pre-war  trade  union  rules,  combined  with  social  use  and  wont,  which 
kept  women  out  of  nearly  all  the  skilled  industries.  This  policy 
obviously  cut  off  a  great  volume  of  the  demand  for  women's  labour 
which  would  exist  if  these  barriers  could  be  broken  down.  It 
it  quite  true  to  say  that,  although  the  doctrine  of  demand  and 
supply  has  fallen  of  late  years  into  unpopularity,  it  is  neverthe- 
less a  fact  that  if  demand  for  a  particular  class  of  labour  is  either 
destroyed  or  very  much  restricted,  "a  downward  pull"  on  wages 
is  called  into  existence  for  the  whole  class. 

Let  it  be  supposed  that  trade  union  rules,  plus  employers' 
prejudices  and  social  custom,  prevented  natives  of  the  Isle  of 
Wight  from  being  allowed  to  engage  in  skilled  industry  :  you 
would  at  once  call  into  existence  a  tremendously  depressing  effect 
upon  the  wages  of  all  the  islanders  whether  skilled  or  unskilled. 
The  imskilled  trades  open  to  them  would  be  overcrowded,  and 
competition  among  the  workers  might  well  force  down  wages  to 
less  than  subsistence  level.  It  had  dene  so  in  the  case  of  large 
masses  of  women  before  the  war.  In  1912,  according  to  a  table 
prepared  by  Mr.  Sidney  Webb  for  the  Fabian  Women,  the  average 
wages  for  adult  manual  working  women  was  only  IO5.  lOJd.  a 
week.  This,  it  must  be  remembered,  was  the  average,  but  there 
were  many  working  for  less  than  this,  and  the  Committee  of  the 
Queen's  Work  for  Women  Fund,  started  at  the  beginning  of  the 
war,  reported  that  "many  working  womeh  are  normally  in  receipt 
of  wages  below  subsistence  level"  The  evil  effects  of  such  a 
state  of  things  can  hardly  be  exaggerated.  It  means  physical 
degeneracy,  not  for  one  sex  only,  premature  old  age  for  women, 
impossibility  of  organising  women's  labour,  the  stamping  out  of 
any  intelligent  effort  to  acquire  industrial  training  and  a  high 
degree  of  industrial  efficiency. 

The  idea  formerly  very  widely  entertained  that  women  were 
incapable  of  skilled  work  has  been  shattered  by  experience  since 
the  outbreak  of  the  war ;  and  I  venture  to  think  Miss  Kathbone 
has  not  given  sufficient  weight  to  this  experience.  She  assumes 
too  much  that  women  are  always  industrially  less  advantageous 


Digitized  by 


Google 


1918]  EQUAL  PAY  FOR  BQUAL  WORK  3 

to  their  employers  than  men  and  that  their  lower  wages  to  a 
large  extent  merely  reflect  this  lower  value.  But  among  many 
employers  who  have  spoken  on  this  subject  during  the  last  three 
years  I  may  quote  Sir  William  Beardmore,  the  well-known 
engineer,  and  President  in  1916  of  the  Iron  and  Steel  Institute. 
In  his  presidential  address  he  spoke  of  the  difficulty  met  with 
by  employers  in  inducing  workmen  to  utilise  to  the  best  advantage 
improved  methods  of  manufacture  evolved  by  experimental 
research ;  he  said  :  "Early  in  the  war  it  was  found  at  Parkhead 
forge  that  the  output  from  the  respective  machines  was  not  so 
great  as  what  the  machines  were  designed  for,  and  one  of  the 
workers  was  induced  to  do  his  best  to  obtain  the  most  out  of  a 
machine.  He  very  greatly  increased  his  output,  notwithstanding 
his  predilection  for  trade  union  restrictions.  When  it  was  found 
that  the  demands  of  the  Government  for  a  greatly  accelerated 
production  of  shells  required  the  employment  of  girb  in  the 
projectile  factory,  owing  to  the  scarcity  of  skilled  workers,  these 
girls  in  all  cases  produced  more  than  double  that  by  thoroughly 
trained  mechanics — members  of  trade  unions — working  the  same 
machines  under  the  same  conditions.  In  the  turning  of  the  shell 
body  the  actual  output  by  girls,  with  the  same  machines  and 
working  under  the  same  conditions  and  for  an  equal  number  of 
hours,  was  quite  double  that  by  trained  mechanics.  In  the  boring 
of  shells  the  output  also  was  quite  double,  and  in  the  curving, 
waving,  and  finishing  of  shell  cases  quite  120  per  cent,  more  than 
that  of  experienced  mechanics"  (MancheHer  Guardian,  May 
16th,  1916). 

Here,  therefore,  you  have  a  case  in  which  women's  work 
excelled  men's  work  in  productiveness  by  two  to  one  or  more. 
I  always  take  care  when  I  am  speaking  to  women  on  this  subject 
to  warn  them  not  to  run  away  with  the  idea  that  either  physically 
or  mentally  they  excel  men.  What  these  figures  do  show  is 
some  part  of  the  extent  to  which  the  whole  atmosphere  in  which 
industry  was  carried  on  in  this  country  before  the  war  led  to 
the  deliberate  restriction  of  output  by  the  male  workers. 

Although  Miss  Rathbone  complains  of  the  expression  ''equal 
wages  for  equal  work"  as  being  vague  and  ill-defined,  she  herself 
gives  an  admirably  clear  and  definite  exposition  of  it  on  page  59, 
where  she  describes  it  (hypothetically,  it  is  true,  but  not  the  less 
accurately)  as  a  claim  to  secure  for  women  a  fair  field  of  com- 
petition with  men,  their  work  being  accepted  or  rejected  on  its 
merits,  recognising  that  any  ^permanent  disadvantage  that  adheres 
to  women  workers  as  such  should  be  allowed  for  by  a  pro  rata 
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reduction  in  their  standard  rates.  I  belieye  nearly  all  feminists 
would  be  prepared  to  accept  this  definition.  If,  for  instance, 
owing  to  a  lower  degree  of  physical  strength  it  was  found  neces- 
sary to  employ  three  women  to  do  the  work  ordinarily  done  by 
two  men,  then  the  wages  for  the  three  women  could  reasonably 
be  adjusted  to  balance  this  disadvantage.  War  experience,  how- 
ever, has  stiffened  the  conviction  of  many  feminists  that  a  large 
proportion  of  supposed  feminine  disadvantages  exist  more  in 
imagination  than  in  reality.  That  a  woman  in  the  textile  trade 
was  paid  at  a  lower  rate  than  a  man  for  the  same  work  has,  for 
instance,  been  accounted  for,  time  out  of  mind,  by  saying  that 
a  woman  was" incapable  of  "tuning"  or  "setting"  her  machine. 
Very  few  of  those  who  used  this  formula  took  the  trouble  to 
explain  that  women  wereoiever  given  the  opportunity  of  learning 
how  to  tune  or  set  a  machine.  It  was  looked  upon  as  a  law 
of  nature  that  a  man  could  set  a  machine  and  that  a  woman 
could  not. 

Given  a  free  entry  into  skilled  industries  and  the  opportunities  of 
training,  the  organisation  of  women  either  in  men's  trade  unions 
or  in  trade  unions  of  their  own  and  political  power  to  support  their 
industrial  claims,  and  I  can  see  no  reason  why  the  principle  of 
equal  pay  for  equal  work  should  not  in  the  course  of  a  few  years 
find  an  almost  universal  acceptance.  I  have  endeavoured  to 
show  that  such  differences  as  exist  between  Miss  Batbbone  and 
myself  upon  this  principle  are  very  much  a  question  of  words 
and  not  of  facts.  I  do  not  claim  in  all  cases  identical  wages  for 
men  and  women.  If  the  men  are  worth  more  let  them  receive 
more,  or  if  the  women  are  worth  more  (as  they  were  in  the  Park- 
head  forge)  let  them  receive  more.  The  one  chance  of  women 
being  received  into  industry  by  the  men  already  employed  as 
comrades  and  fellow- workers,  not  as  enemies  and  blacklegs,  is 
in  their  standing  for  the  principle,  equal  pay  for  equal  work,  or, 
as  it  is  sometimes  expressed,  equal  pay  for  equal  results. 

Some  illustration  of  what  organisation  and  co-operation  can 
do  in  raising  the  wages  of  sweated  women  may  be  gathered  from 
Miss  Marie  Harrison's  recently  published  book.  The  Dawn  in 
Ireland,  where  she  shows,  on  pages  9  and  19,  how  the  sweated 
knitters  of  Donegal,  who  formerly  only  received  from  the  gom- 
been-men who  controlled  the  whole  industry  1^.  4d.  a  dozen  tor 
knitting  socks  and  Id,  a  pair  for  knitting  gloves — a  wage  which 
was  not  paid  in  cash,  but  had  to  be  taken  out  in  goods  in  the 
gombeen-man's  shop — are  now  through  the  aid  of  co-operation  and 
organisation  earning  wages  which  average  over  £1  a  week,  and 
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in  the  case  of  exceptionally  good  workers  go  up  to  j91  lO^.,  £2, 
or  even  £2  10s, 

No  one  knows  what  women  or  anyone  else  can  do  until  they 
have  had  an  opportunity  of  learning  how  and  trying.  War  ex- 
perience has  proved  this ;  and  I  am  convinced  that  the  best  chance 
of  women  preserving,  after  peace  returns,  the  industrial  freedom 
which  the  war  has  brought  them  lies  in  the  earnestness  and  sin- 
cerity with  which  industrial  women  maintain  the  [Hinciple  "equal 
pay  for  equal  work." 

An  inquiry  into  Miss  Bathbone's  poser,  "Why  is  a  butler  paid 
more  than  a  parlourmaid  even  by  feminists?"  would  be  a  very 
interesting  excursion  into  economics  and  social  fashion.  I  suggest 
that  over  and  above  the  very  restricted  area  of  employment  other 
than  domestic  service  open  to  the  parlourmaid,  in  distinction  to 
that  open  to  the  butler,  there  is  another  reason  in  the  undoubted 
fact  that  ft  is  more  chic,  more  fashionable,  to  have  a  butler  than 
a  parlourmaid,  and  people  are  willing  to  pay  in  hard  cash  and 
even  in  actual  discomfort  for  this  emblem  of  aristocracy  and 
wealth.  For  the  same  reason  they  are  willing  to  pay  more  for  a 
6-ft.  footman  than  for  a  footman  who  is  only  5  ft.  3  in.,  who  may 
be  not  only  as  efficient,  but  more  efficient  than  his  big  brother. 
There  is  one  trade  in  which  women  receive  higher  wages  than 
men  for  the  same  work.  I  am  not  going  to  reveal  what  it  is ;  but 
I  will  say  that  I  believe  the  employment  of  women  in  it  is  a 
fashion  and  denotes  a  superior  social  status  on  the  part  of  the 
employer,  for  which  they  are  willing  to  make  a  considerable 
payment. 

As  Miss  Bathbone  points  out  (page  64),  the  potentialities  of 
women's  labour  are  much  better  understood  now  by  employers 
than  they  were  before  the  war,  and  the  desire  of  women  to  retain 
the  industrial  liberty  they  have  gained  since  1914  is  certain  to 
receive  important  support  from  this  source,  and  the  general  public 
would  undoubtedly  resent  the  attempt  tp  push  women  back  into 
the  industrial  serfdom  of  the  past. 

The  advocates  of  the  principle  of  equal  pay  for  equal  work 
have  an  encouraging  precedent  in  the  successful  stand  which 
women  doctors  have  made  from  the  outset  that  they  would  not 
undersell  the  men  in  the  profession.  Whether  as  physicians  or 
surgeons  they  have  been  quite  determined  on  this  point.  Medical 
women  worldng  for  the  War  Office  since  1914  did  not  secure  this 
position  without  a  struggle,  but  I  understand  that  the  controversy 
is  now  settled  in  a  satisfactory  manner.  The  women  controllers, 
for  instance,  in  the  W.A.A.C.  receive  payment  corresponding  to 
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that  of  a  Colonel  in  the  B.A.M.C.,  while  other  medical  women 
doing  full-time  service  are  being  paid  £1  4^.  a  day  with  allowance 
for  rations  and  uniform. 

This  is  as  it  should  be,  and  I  have  not  heard  either  from  the 
representatives  of  the  women  doctors  or  of  the  War  OflBce  that 
either  of  them  found  the  claim  of  equal  pay  for  equal  work  "  vague 
or  ill-defined." 

MiLLICBNT  G.  FAWCBTT 
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Sblp-dbprbcution  is  a  recognised  and  cherished  characteristic 
of  the  British  nation  and  one  which  has  undoubtedly  assisted  in 
building  up  the  British  character  as  we  know  it.  But  there  are 
limits  to  its  usefuUiess,  for  it  tends  to  make  us  overlook  some  of 
our  most  valuable  resources.  Had  we  been  more  disposed  to 
vaunt  our  assets,  we  might  have  started  at  a  much  earlier  period 
forging  a  weapon,  the  use  of  which  has  been  forced  upon  us  by 
circumstances  rather  than  adopted  by  choice,  but  which  we  are 
gradually  realising  will  be,  if  not  the  one  decisive  factor,  at  any 
rate  one  of  the  decisive  factors,  in  determining  the  issue  of  the 
war.  For  the  economic  weapon — the  control  exercised  over  th« 
best  markets  of  the  world,  and,  what  matters  still  more,  over 
the  main  sources  of  raw  materials — is  more  powerful  and  far- 
reaching  in  its  effects  than  it  is  easy  to  grasp.  Slowly  but  surely 
this  weapon  is  being  hammered  into  serviceable  form ;  our  plans 
are  being  thought  out  and  put  into  operation,  our  resources 
examined  and  enumerated,  our  industries  organised  and  directed. 
This  is  an  even  wider  and  harder  task  than  the  production  of  an 
adequate  supply  of  munitions,  for  it  involves  every  important 
trade  in  this  country,  and  in  addition  our  commercial 
relations  with  the  whole  of  the  world.  Tet,  under  the  pressure 
of  circumstances,  it  has  been  undertaken  and  is  proceeding  to  an 
extent  hardly  yet  known  to  the  general  public.  Sporadically, 
indeed,  and  not  apparently  in  pursuance  of  any  systematic  plan, 
one  trade,  or  branch  of  a  trade,  after  another  is  being  brought 
into  line,  now  by  this  department  and  now  by  that  one,  as  the 
urgency  of  the  moment  demands,  until  scarcely  an  industrial 
concern  is  left  which  has  not  felt  what  is  sometimes  described 
as  the  numbing  influence  of  Government  control,  but  what  is 
really  the  bracing  effect  of  considering  each  firm,  each  branch  of 
a  trade,  each  industry,  not  as  an  end  in  itself,  but  as  part  of  a 
greater  whole  existing  in  order  to  render  service  to  the  com- 
munity. 

This  change  in  outlook  and  organisation,  which  amounts  in 
fact  to  or  second  industrial  revolution,  has  taken  place  quietly 
and  unobtrusively,  except  perhaps  in  the  case  of  the  munition 
industries;  and  the  methods  adopted,  the  results  achieved,  and 
the  experience  gained,  are  hardly  known  beyond  the  industries 
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concerned ;  yet  they  are  of  very  great  importance,  not  only  to 
the  industrial  historian,  but  to  the  practical  administrator 
attempting  to  solve  similar  problems  in  other  trades.  It  is  there- 
fore proposed  to  describe  briefly,  for  the  enlightenment  of  all 
whom  it  may^concem,  the  developments  which  conditions  of  war 
have  brought  about  in  one  of  the  oldest  and  most  famous  of  our 
industries,  namely,  that  engaged  in  producing  textile  materials 
and  knitted  goods  made  wholly  or  partly  of  wool. 

In  order  to  appreciate  the  changes  which  have  taken  place, 
it  will  be  useful  briefly  to  describe  the  main  facts  about  the 
industry.  The  many  centuries  during  which  woollen  cloth  has 
been  woven  in  England  have  afforded  opportunity  for  the  develop- 
ment within  the  industry  of  an  endless  variety  of  organisation, 
brought  about  largely  by  the  many  different  types  of  raw  material 
used,  and  in  consequence  by  the  diversity  and  complexity  of  the 
processes  for  working  them  up.  There  are,  to  begin  with,  the 
two  main  branches  of  woollen  and  worsted  manufacture,  repre- 
senting a  difference  in  the  treatment  of  the  raw  material  from 
the  initial  stages  and  usually  organised  in  a  different  way.  As 
a  rule  the  woollen  manufacturer  who  cards  the  wool  buys  the 
raw  material  and  sells  the  finished  cloth,  performing  all  the 
operations  in  his  own  mill,  while  worsted  manufacture,  in  which 
wool  is  combed,  is  carried  out  in  a  large  number  of  mills,  each 
specialising  in  one  particular  process,  though  there  are,  of  course, 
numerous  exceptions  in  both  branches. 

Then,  again,  there  is  the  extraordinary  variety  of  material; 
nearly  all  countries  contain  sheep,  and  the  wool  of  each  possesses 
distinguishing  characteristics,  while,  as  an  example  of  the  diver- 
sity of  wools  grown  in  one  country,  it  may  be  mentioned  that, 
for  the  purposes  of  valuing  the  wool  grovm  in  the  continent  of 
Australia,  it  was  necessary  to  draw  up  a  price  list  containing 
848  separate  classes.  In  addition  to  working  up  wool,  this  trade 
also  works  up  camel  hair,  goat  hair,  mohair,  cashmere,  alpaca, 
human  hair,  and  other  animal  fibres  of  a  similar  nature,  while  the 
spun  yam  is  frequently  mixed  with  cotton  or  silk  before  weaving 
or  knitting. 

Another  complication  is  introduced  by  the  fact  that  each 
branch  of  the  trade  has  its  own  method  of  financing  the  manu- 
facturer, and  that  here  again  there  are  always  exceptions.  The 
woollen  manufacturer,  the  worsted  spinner,  and  the  worsted 
weaver  usually  own  the  material  which  they  work  up;  the 
comber  and  the  dyer  do  not.  Baw  wool,  tops  and  yams  are 
usually  paid  for  in  cash  after  fourteen  days,  while  the  trade  terms 
for  cloth  allow  of  three  or  six  months'  credit. 
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The  main  seat  of  the  wool  industry  is  in  that  small  part  of 
the  West  Biding  of  Yorkshire  lying  between  the  valleys  of  the 
Aire  and  of  the  Calder  with  its  tributary  the  Colne,  though  there 
are  firms,  or  groups  of  firms,  usually  specialising  on  some  par- 
ticular class  of  product,  in  several  other  parts  of  the  United 
Kingdom.  The  flannel  industry  extends  over  the  Pennines  down 
to  Bochdale  and  Oldham  in  Lancashire.  The  old-established 
and  famous  West  of  England  cloth  is  made  in  scattered  factories 
throughout  Somerset  and  Gloucester,  the  largest  number  being 
perhaps  found  in  and  around  Stroud,  while  the  industry  extends 
into  Devon  and  Cornwall  in  the  west,  and  into  Wiltshire  and 
Oxfordshire,  famous  for  blankets,  in  the  east.  The  carpet  in- 
dustry, which  is  the  section  of  the  trade  requiring  the  most  skill, 
brains,  and  artistic  sense,  is  also  mainly  situated  in  this  part  of 
England,  round  Kidderminster ;  the  other  carpet  mills  being  in 
Scotland  and  in  the  north  of  Ireland.  There  are  a  considerable 
number  of  woollen  manufacturers  and  a  few  worsted  spinners  in 
Scotland,  the  most  marked  concentration  being  found  in  the 
border  districts  of  Berwick,  Selkirk,  Boxburgh,  and  Dum- 
fries, where  there  is  also  a  considerable  hosiery  industry. 
Scattered  over  Wales  are  a  large  number  of  small  flannel  mills, 
many  without  any  mechanical  power  and  employing  only  a  hand- 
ful of  workers.  The  hosiery  industry  is  concentrated  largely 
in  the  Midlands,  though  over  a  larger  area  than  the  West  Biding 
cloth  industry,  since  it  stretches  from  Derby  and  Nottingham 
to  Leicester  and  Wigston.  A  general  idea  of  the  distribution  of 
the  industry  may  be  seen  from  the  following  table  showing  the 
approximate  percentage  of  workers,  firms,  and  machinery  in 
each  area : — 

PereerUage  Proportion  of  Labour,  Firms  and  Machinery  in 
Wool  Textile  Trade  (Dyeing  and  Finishing  not  included). 

(The  figures  relate  to  August  30th,  1917,  and  are  approximate 

only). 

Workara  WooUen  Wonted 

Dktriot.              emplojred.  Firms.  Spindles.  Spindles.  Looms. 

Yorkshire         78*5  7M  06*8  92-3  78 

LanoMhlre       4*6  4-8  0*3  0-1              6*8 

Midlands          2-5  1*8  1-2  3-4               0-8 

West  of  England        ...        2-8  1*8  6*3  0-7              2-4 

England  Total 

Wales 

Scotland 

Ireland 

Carpet  Trade   ... 

TotalUnited  Kingdom         100  100  100  100  100 
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It  is  difficult  to  say  with  any  exactness  how  many  persons 
are  employed  in  the  wool-using  trades  in  the  United  Kingdom ; 
there  are  probably  about  400,000  employed  in  manufacture  alone, 
to  which  must  be  added  an  unknown  but  considerable  number 
of  persons  engaged  in  the  collection,  handling,  and  distribution 
of  raw  wool  and  of  the  semi-manufactured  and  manufactured 
products,  including  shepherds,  transport  workers,  and  shop 
assistants,  as  well  as  merchants,  clerks,  and  agents  of  all  kinds. 
The  latest  published  detailed  statistics  about  the  persons  employed 
in  the  trade  are  contained  in  the  Census  of  Occupation  of  1911,  of 
which  the  volume  for  England  and  Wales  is  the  only  one  issued  at 
present.  The  information  which  follows,  therefore,  relates  en- 
tirely to  those  countries,  but  later  information  affords  reason  for 
supposing  that  the  proportions  in  Scotland  are  not  very  different, 
while  the  numbers  in  Ireland  are  small  enough  to  be  negligible. 
It  must,  however,  be  noted  that  there  is  no  separate  information 
available  with  regard  to  persons  engaged  in  the  dyeing  and 
finishing  of  wool  as  distinct  from  cotton  and  other  textiles, 
largely  owing  to  the  fact  that  many  firms  are  engaged  in  dyeing 
both  cotton  and  woollen  goods;  as  the  work  in  this  trade  is 
heavy  a  large  proportion  of  adult  men  is  employed,  and  their 
addition  must  tend  somewhat  to  alter  the  proportion  of  adults 
and  juveniles  and  of  men  and  women.  Of  the  350,000  persons 
employed  in  the  wool-using  trades  in  England  and  Wales,  three- 
quarters  are  in  the  woollen  and  worsted  trades  proper  and  about 
four-fifths  of  the  remainder  are  in  the  hosiery  trade.  Dividing 
up  the  woollen  and  worsted  trades  again  into  their  main  processes, 
we  find  that  weaving  and  its  subsidiary  processes  occupy  nearly 
one-half  of  all  the  workers  and  more  than  half  of  the  women  and 
girls ;  about  one-third  of  all  the  workers  and  the  same  proportion 
of  the  women  and  girls  are  engaged  in  spinning  and  kindred 
occupations;  the  remainder  are  to  be  found  in  wool-sorting, 
carding  and  combing,  and  other  subsidiary  processes.  Taken  as 
a  whole  the  wool-using  trades  must  be  considered  largely  a 
woman's  trade,  since  60  per  cent,  of  the  total  number  occupied 
in  it  are  women,  as  compared  with  30  per  cent,  of  the  total 
occupied  population.  The  proportions  vary,  however,  enormously 
in  the  different  sections,  from  73'5  per  cent,  in  weaving  and  in 
the  hosiery  trade  as  a  whole,  and  64  per  cent,  in  spinning,  to 
34  per  cent,  in  carding  and  combing,  and  only  4  per  cent,  in 
wool-sorting.  The  nature  of  the  work,  which  renders  possible 
the  employment  of  so  large  a  number  of  women,  is  also  favourable 
to  the  employment  of  young  persons,  and  consequently  we  find 
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that  ten  years  ago  more  than  one-fifth  of  all  the  workers  were 
under  18  and  that  the  proportion  has  increased,  especially  since 
the  war.  Sixty  per  cent,  of  the  juvenile  workers  are  employed 
in  spinning  where  nearly  half  the  workers  are  under  18.  Al- 
though the  half-time  system  does  not  prevail  in  Yorkshire  as  in 
Lancashire,  many  children  enter  the  mills  at  13;  Bradford,  how- 
ever, in  spite  of  the  large  number  of  worsted  spinning  mills 
which  depend  largely  on  juvenile  labour  has  insisted  on  diildren 
remaining  in  school  up  to  the  age  of  .14,  a  provision  which  has 
however  been  relaxed  during  the  war  owing  to  the  shortage  of 
juvenile  labour. 

Some  associations  both  of  employers  and  workers  existed  before 
the  war,  but  they  could  not  be  compared  either  in  size  or  strength 
to  those  in  the  sister  industry  of  cotton.  The  variety  of  organisa- 
tion already  described  led  naturally  to  a  sectionalism  which 
magnified  the  opposing  interests  near  at  hand  and  failed  to  recog- 
nise the  common  interests  which  lay  below  the  surface.  Thus 
one  of  the  most  marked  features  of  the  Wool  Textile  Trade  was 
the  suspicion  and  even  the  hostility,  with  which  the  different 
sections  regarded  each  other,  and  consequently  employers  and 
workers  alike  were,  and  still  are,  to  be  found  in  a  large  number 
of  independent  societies,  while  many  prefer  to  remain  outside 
any  form  of  organisation  at  all.  For  example,  to  an  "Agreement 
made  the  4th  day  of  February,  1916,  between  the  representatives 
of  employers  and  workpeople  engaged  in  the  Worsted  and 
Woollen  Industries  of  the  West  Riding  of  Yorkshire  for  the 
purpose  of  dealing  with  the  exceptional  conditions  arising  out  of 
the  war,"  the  signatures  of  13  employers'  and  18  workpeoples* 
representatives  are  attached ;  at  a  meeting  held  with  Trade 
Unionists  in  October,  1916,  41  organisations  in  the  West  Biding 
were  represented ;  an  agreement  relating  to  dyeing  and  finishing 
only  was  made  in  April,  1914,  between  four  employers'  associa- 
tions and  three  trade  unions,  while  a  considerable  number  of 
dyers  belonged  to  a  fourth  union  which  was  not  included. 

In  order  fully  to  understand  the  measures  taken  to  meet  the 
war  situation,  it  is  necessary  to  realise  also  the  position  with 
regard  to  the  raw  material  of  the  trade.  The  annual  consump- 
tion in  the  United  Kingdom  of  raw  sheep's  wool  alone  amounted 
to  about  650  million  pounds  weight  on  an  average  in  the  five 
years  preceding  the  war,  to  which  there  must  be  added  about 
75  million  pounds  weight  of  mohair,  alpaca,  etc.,  and  of  wool 
from  imported  sheep  skins,  and  an  estimated  weight  of  225 
million  pounds  of  woollen  rags,  shoddy,  etc.,  in  order  to  give  an 
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idea  of  the  total  weight  of  raw  material  used*  About  580  million 
pounds  weight  of  wool  and  120  million  pounds  weight  of  shoddy 
and  rags  are  imported,  while  90  million  pounds  weight  of  wool  and 
the  remainder  of  the  shoddy  and  rags  are  home  produced.  Thus  the 
industry -is  dependent  on  overseas  supplies  for  more  than  three* 
quarters  of  its  raw  material ;  of  this  again,  about  one-half  comes 
from  the  Antipodes,  and  the  remainder  chiefly  from  countries 
as  far  distant  as  South  Africa,  India,  the  Biver  Plate,  Chile  and 
the  Falkland  Islands.  It  miist  also  be  noted  in  this  connection 
that  the  British  Empire  produced  before  the  war  about  40  per 
cent,  of  the  wool  of  the  world,  and  normally  requires  less  than  half 
of  this  quantity  for  its  own  use. 

Thus  we  see  the  Wool-using  Industry  before  the  war,  a  highly 
intricate  organism  deriving  its  infinite  variety  of  supplies  from 
the  furthest  comer  of  the  world,  working  them  up  in  an  infinite 
variety  of  ways,  into  an  infinite  variety  of  finished  products,  of 
which  one-half  are  sent  out  again  to  be  worn  in  every  country 
of  the  world.  In  order  to  achieve  this  result  there  are  at  work 
shepherds  and  shearers,  carmen,  dockers,  sailors  and  every  other 
kind  of  transport  worker,  combers,  spinners,  weavers,  Imitters, 
dyers  and  all  other  workers  engaged  in  the  pxxsess  of  manufac- 
ture, warehousemen,  clerks,  cashiers  and  shop  assistants ;  while 
everjrwhere  and  at  every  stage  there  are  merchants,  agents, 
and  brokers  of  every  kind,  usually  assisting  but  sometimes  also 
clogging  the  working  of  this  huge  and  complicated  machine.  It 
is  small  wonder  that  in  the  past  the  separate  parts  of  this 
organisation  have  failed  to  realise  their  unity,  and  that  their  con- 
flicting interests  have  loomed  far  larger  and  absorbed  far  more 
energy  than  their  common  ones.  A  reduced  clip  and  the  result- 
ing increase  in  the  value  of  wool  represents  sheer  loss  to  the 
grower  whose  flocks  have  died,  sheer  gain  to  the  merchant  whose 
warehouses  now  contain  more  wealth,  and  between  these  two 
extremes  the  laws  of  cause  and  effect,  of  supply  and  demand, 
apportion  profit  or  loss  to  everyone  engaged  in  the  trade  according 
to  his  own  individual  circumstances.  What  is  meat  for  one 
merchant  or  manufacturer  may  be  poison  for  his  competitor,  and 
the  different  sections  of  the  trade  seem  to  thrive  at  each  other's 
expense.  The  weather  in  Australia,  a  presidential  election  in 
the  United  States,  or  even  in  the  Argentine,  a  change  in  freights 
or  in  the  ratfe  of  exchange,  in  fact,  whatever  happens  in  the  world, 
is  reflected  in  some  way  or  other  in  the  wool  trade,  and  may  make 
or  mar  the  individuab  engaged  in  it. 

Now,  what  has  been  the  effect  of  the  war  conditions  on  this 
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fascinating  trade?  It  was  at  onoe  obvious  that  the  effect  would 
be  far-reaching  and  uninnecedented,  but  it  was  some  time  before 
the  main  tendencies  disentangled  themselves  from  the  mass  of 
attendant  circumstances.  By  now,  however,  it  is  possible  to 
discern  the  direction  of  the  chief  currents  which  are  setting  in 
this  as  in  other  industries,  and  the  fresh  developments  which 
will  occur  are  not  likely  to  alter  the  fundamental  lines  which 
have  been  ahready  laid  down.  In  every  trade  the  stem  logic  of 
events  has  forced  two  fundamental  facts  upon  the  attention  of 
even  the  most  self-absorbed  or  dull-minded  member  of  it ;  first » 
that  his  trade  is  one  organisation  whose  many  members  are  inter- 
dependent and  cannot  fight  each  other  without  injury  to  every  one 
of  them,  and,  second,  that  even  his  trade  as  a  whole  is  not  an 
end  in  itself,  but  exists  in  order  to  perform  an  essential  service 
to  the  community.  In  the  wool  trade  this  new  point  of  view 
has  been  driven  home  by  the  fact  that  the  fortimes  of  the  trade, 
instead  of  being  directed  by  thousands  of  firms,  each  pursuing 
whatever  course  seemed  best  in  its  own  interest,  are  now  con- 
trolled by  one  Government  Department,  deciding  each  question 
with  reference  to  the  common  interest.  In  what  follows  an 
attempt  will  be  made  to  describe  by  what  process  this  has  been 
brought  about. 

When  the  thunderbolt  of  war  fell  out  oi  a  blue  sky  on  to  the 
wool  trade  at  the  opening  oi  the  1914-16  seascm,  its  first  effect 
was  a  sudden  drop  in  all  prices ;  for  it  seemed  as  though  there 
must  be  a  glut  of  wool,  when  neither  Oerman,  Belgian,  nor 
Northern  French  merchants  and  manufacturers  could  assist  as 
usual  in  "lifting'*  the  clip;  but  the  more  far-seeing  members  of 
the  trade  soon  realised  that  soldiers  require  far  mcure  wool  than 
civilians — some  say  four  times  as  much — while,  even  before  the 
war,  a  stimulating  competition  from  the  United  States  had  been 
felt,  as  a  result  of  the  tariff  revision  which  came  into  force  in 
December,  1918  and  placed  raw  wool  upon  the  (ree  list.  A 
serious  drought  in  Australia,  resulting  in  the  loss  of  one-fifth 
of  the  flocks,  had  a  mariced  effect  on  the  amount  of  wool  produced 
in  the  wcnrld,  and  reduced  the  supply  just  when  the  demand  was 
beginning  to  increase  on  a  large  scale.  C<msequently,  from  the 
early  months  of  1915  onwards  wool  prices  began  that  startling 
climb  which  they  have  pursued  aUnost  without  interruption  ever 
since. 

Meanwhile  there  was  great  activity  in  the  West  Biding  and 
other  woollen  manufacturing  districts.  Clothing  had  to  be  [«o- 
vided  not  only  for  Kitchener's  army,  but  for  a  large  part  of  the 
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French  forces  as  well,  since  almost  the  whole  French  wool 
manufacturing  districts  in  the  North-east  of  France  were  overrun 
by  the  enemy.  We  sent  to  France  in  1915  eight  times  the  quan- 
tity of  woollen  and  worsted  tissues  normally  sent  there  before 
the  war,  while  our  own  army  orders  for  clothing  were  between 
thirty  and  fifty  times  their  pre-war  size.  There  was  a  con- 
siderable demand,  too,  from  that  portion  of  the  civilian  popula- 
tion which  was  making  war  profits  or  earning  a  war  bonus,  and 
from  other  countries  which  could  no  longer  obtain  woollen  goods 
from  Germany  and  Austria.  Consequently,  the  amount  of  raw 
wool  retained  in  England  during  1915  was  two-thirds  higher  than 
the  normal  consumption ;  this  huge  quantity  of  wool  was  only 
available  owing  to  the  possibility  of  diverting  to  the  United 
Kingdom  the  supplies  usually  sold  to  the  Continent.  It  was 
indeed  a  golden  time  for  the  West  Biding. 

This  trade  boom,  which  was  accentuated  by  a  growing  short- 
age of  labour  and  by  the  rising  prices  of  raw  materials,  began 
to  make  it  difficult  for  the  British  and  Allied  Governments  to 
satisfy  their  needs;  for  in  order  to  induce  sufficient  manufac- 
turers to  accept  contracts,  they  had  to  compete  with  the  higher 
prices  which  the  civilian  trade  was  ready  to  pay.  Thus  patriotic 
firms,  already  on  the  contracts  list,  were  willing  to  do  the  work 
at  pre-war  rates  of  profit,  but  they  found  it  difficult  to  prevent 
their  workpeople  from  going  to  more  remunerative  employment ; 
other  firms  who  Were  inexperienced  in  making  this  class  of  goods 
had  a  higher  cost  of  production,  and  therefore  appeared  entitled 
to  better  prices,  while  the  more  unscrupulous  ones  either  exacted 
war  profits  or  devoted  themselves  entirely  to  the  highly-remunera- 
tive civilian  production.  The  old  method  of  tendering  was,  in 
fact,  out  of  date,  since  its  advantages  disappeared  when  the  orders 
to  be  placed  were  larger  than  the  tenders  offered  and  competition 
among  manufacturers  had  ceased  to  exist. 

In  order  therefore  to  obtain  sufficient  supplies  and  to  distri- 
bute both  the  burdens  and  the  profits  more  equally,  powers  were 
obtained  by  the  War  Office  to  requisition  the  whole  or  any  part 
of  the  output  of  a  firm,  and  by  thi»  means  to  lay  under  equal 
contribution  all  firms  able  to  supply  Government  needs.  These 
powers  were  first  used  mainly  in  the  hosiery  trade,  in  which 
the  supply  question  has  always  been  acute  owing  to  the  specialisa- 
tion of  machinery  and  the  unusually  heavy  type  of  garment 
required  for  army  purposes. 

The  method  of  requisitioning,  however,  raises  as  many  prob- 
lems as  it  solves,  and  the  Contracts  Department  was  immediately 
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Taced  with  the  question  of  the  price  to  be  paid  for  the  requisi- 
tioned goods.  It  was  decided  to  adopt  the  principle,  obviously 
fair  and  simple  in  theory,  though  very  complex  in  its  application, 
that  the  manufacturer  should  receive  as  the  price  of  his  goods 
the  amount  of  his  actual  outlay  together  with  a  reasonable  rate 
of  profit  based  on  pre-war  standards.  This  principle  is  such  an 
important  one  owing  to  the  developments  which  it  renders 
possible,  that  the  form  in  which  it  is  now  enshrined  in  the 
Defence  of  the  Bealm  Regulations  deserves  quotation  in  full : — 

Regulation  8B.  It  shall  be  lawful  for  the  Admiralty  or  Army  Counoil, 
or  the  Minister  of  Munitions,  to  take  possession  of  any  war  material,  food, 
forage,  and  stores  of  any  description,  and  of  any  articles  required  for  or  in 
connection  with  the  production  thereof. 

Where  any  goods,  possession  of  which  has  been  so  taken,  are  required  by 
the  Admiralty  or  Army  Council  or  the  Minister  of  Mtmitions,  the  price  to 
be  paid  in  respect  thereof  shall,  in  default  of  agreement,  be  determined  by 
the  tribunal  by  which  claims  for  compensation  under  these  regulations  are, 
in  the  absence  of  any  express  provision  to  the  contrary,  determined. 

In  determining  such  price  regard  need  not  be  had  to  the 
market  price,  but  shall  be  had  : — 

(a)  If  the  goods  are  acquired  from  the  grower  or  producer  thereof,  to 
the  cost  of  production  and  to  the  rate  of  profit  usually  earned  by  him  in 
respect  of  similar  goods  before  the  war,  and  to  whether  such  rate  of  profit 
was  unreasonable  or  excessive,  and  to  any  other  circumstances  of  the  case. 

(6)  If  the  goods  are  acquired  from  any  person  other  than  the  grower  or 
producer  thereof,  to  the  price  paid  by  such  person  for  the  goods,  and  to 
whether  such  price  was  unreasonable  or  excessive,  and  to  the  rate  of  profit 
usually  earned  in  respect  of  the  sale  of  similar  goods  before  the  war,  and 
to  whether  euch  rate  or  profit  was  unreasonable  or  excessive,  and  to  any 
other  circumstances  of  the  case;  so,  however,  that  if  the  person  from  whom 
the  goods  aro  acquired  himself  acquired  the  goods  otherwise  than  in  the 
usual  course  of  his  business,  no  allowance,  or  an  allowance  at  a  reduced  rate, 
on  account  of  profit  shall  be  made : 

Provided  that  where  by  these  regulations  or  any  order  made  thereunder 
the  sale  of  t^ie  goods  at  a  price  above  any  price  fixed  thereunder  is  prohibited, 
the  price  assessed  under  tiiis  regulation  shall  not  exceed  the  price  so  fixed. 

When  applied  to  the  wool  textile  trade  this  means  that  for 
each  process  and  quality  there  has  to  be  fixed  a  "conversion  cost," 
ascertained  in  the  first  instance  by  an  examination  of  the  books 
of  typical  firms  by  expert  accountants,  and  varied,  if  necessary, 
to  meet  the  case  of  similar  qualities  and  processes.  But  as  soon 
as  steps  were  taken  to  put  this  system  into  operation  the  absence 
of  any  firm  basis  on  which  to  build  up  the  conversion  costs  was 
found  to  be  a  serious  difficulty.  In  the  case  of  hosiery  yam, 
which  was  the  first  article  to  be  dealt  with  in  a  comprehensive 
manner,  it  was  agreed  between  the  Department  and  the  hosiery 
manufacturers  to  add  a  flat  rate  to  th«  (Nice  of  the  combed  wool 
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(tops)  from  which  it  was  made  in  order  to  cover  the  cost  of  the 
Bpinning  and  the  subsidiary  processes;  the  different  qualities  of 
tops  were  divided  into  six  price  groups  and  the  flat  rate  was 
slightly  increased  with  the  increasing  price  of  tops.  In  this  way 
the  price  paid  for  the  finished  article  depended  directly  on  the  prioe 
of  tops.  Now,  for  practical  purposes,  it  was  obviously  necessary 
in  a  changing  market  to  take  as  the  price  of  tops  the  fair  price 
of  the  day  on  which  the  hosiery  manufacturer  placed  his  order 
with  the  spinner;  but,  since  prices  were  always  rising  and  never 
falling,  the  necessity  of  taking  the  market  price  of  the  day  always 
resulted  in  giving  the  manufacturer  an  opportunity  for  making  a 
further  profit,  by  using  tops  purchased  before  that  date.  It  was 
quite  clear  that  the  costing  system  could  never  be  completely 
satisfactory  until  it  could  be  built  up  on  a  fixed  price  for  the 
raw  material. 

This  need  for  controlling  the  raw  material  was  further 
emphasised  by  the  growing  shortage  of  raw  material  already 
mentioned.  In  fact,  difficulties  had  already  arisen  in  obtaining 
sufficient  supplies  of  the  qualities  of  wool  particularly  needed  for 
army  requirements,  especially  colonial  cross-bred  and  British 
wools.  It  was  therefore  decided  in  June,  1916,  to  purchase  the 
whole  of  the  British  clip  which  was  then  beginning  to  be  shorn. 
The  price  basis  at  which  the  wool  was  bought  was  fixed,  after 
negotiations  with  the  farmers,  at  86  per  cent,  above  the  level 
of  prices  in  July,  1914,  equivalent  to  about  a  60  per  cent,  increase 
on  the  decade  before  the  war,  but  which  resulted  in  most  cases  in 
a  rather  lower  value  than  the  farmers  would  probably  have 
obtained  had  there  been  a  free  market.  The  wool  was  distributed 
direct  to  spinners  and  manufacturers  to  use  for  Government 
requirements,  so  far  as  it  was  suitable,  at  fixed  rates  based  on  the 
price  paid  for  the  wool ;  the  remainder  was  sold  for  civilian  use 
at  a  somewhat  higher  price  level. 

The  purchase  of  the  British  clip  was  successful  in  achieving 
the  two  objects  in  view,  namely,  the  safeguarding  of  supplies 
and  the  establishment  of  a  firm  price  basis,  so  far  as  was  possible 
in  view  of  the  size  of  the  clip,  which,  however,  provided  less  than 
half  the  G-ovemment  requirements.  In  order  completely  to 
attain  these  objects,  it  was  obviously  necessary  for  the  Govern- 
ment to  own  all  essential  supplies,  and  with  this  end  in  view  a 
proposal  was  made  to  the  Governments  of  Australia  and  New 
Zealand  in  the  autumn  of  1916  to  purchase  the  cross-bred  clips 
of  the  1916-17  season.  Owing,  however,  to  the  difficulty  of  dis- 
crimination in  Australia  between  the  growers  of  cross-bred  and 
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merino  wool,  a  counter-proposal  was  made  by  the  Colonial 
Governments  that  the  Imperial  Qovemment  should  purchase  the 
whole  of  the  Australasian  clips  which  had  not  at  that  time  (i.e., 
November,  1916)  passed  the  hammer  at  public  auction.  The 
Imperial  Qovemment  agreed  to  purchase  the  wool  at  a  price 
level  55  per  cent,  above  that  ruling  in  the  season  before  the  war 
through  the  agency  of  the  Colonial  Oovemments,  who  undertook 
the  whole  work  of  collection  and  valuation,  etc.  It  was  agreed 
that  the  wool  should  be  paid  for  on  api»*aisement  and  should  be 
kept  in  the  Cotonies  to  be  shipped  under  arrangements  made  by 
the  Admiralty.  Any  profits  which  might  be  made  on  the  sale 
of  the  wool  not  required  for  Qovemment  purposes  was  to  be 
shared  with  the  Colonial  Governments.  In  order  to  complete  its 
control  over  the  stocks  of  cross-bred  and  merino  wool  in  the 
United  Kingdom  the  War  Office  took  possession,  during  the 
spring  of  1917,  of  all  stocks  of  such  wool  and  of  all  cross-bred 
tops  except  those  which  were  already  "held  by  users  for  the 
purpose  of  manufacture  by  the  holder."  As  a  result  of  these 
measures  the  proportion  of  Govemment-owned  cross-bred  and 
merino  wool  in  the  United  Kingdom  tose  from  22  per  cent,  on 
December  31st,  1916,  and  29  per  cent,  cm  March  Slst,  1917,  to 
60  per  cent,  on  June  30th,  1917,  and  to  80  per  cent,  on  December 
3l8t,  1917. 

The  great  need  for  army  blankets  was  causing  an  exceptional 
demand  for  East  Indian  wool,  particularly  for  the  coloured  sorts 
which  had  to  be  used  in  all  cases  where  the  specifications  did  not 
permit  the  wool  to  be  dyed.  The  prices  of  these  coarser  wools 
rose  by  100  per  cent,  to  250  per  cent.,  and  it  became  essential  to 
control  their  distribution  so  as  to  secure  the  necessary  supines 
for  army  contracts.  Accordingly,  a  scheme  was  prepared  by  a 
joint  committee,  on  which  the  East  Indian  Wool  Importers' 
Association,  the  Liverpool  Wool  Brokers*  Association,  and  the 
Northem  Wool  Bayers*  Association  were  represented,  to  take  over 
the  distribution  of  East  Indian  wool  on  its  arrival  in  this  country 
and  to  distribute  it  to  approved  users  on  a  fixed  price  basis ;  a 
member  of  the  trade  was  appointed  as  East  Indian  Wool  Distri- 
bution Officer  to  supervise  its  operation.  At  the  same  time  the 
Indian  Government  undertook  to  stimulate  the  collection  of  wool 
in  India  and  to  arrange  for  the  whole  quantity  to  be  shipped  to 
the  United  Kingdom.  It  is  a  point  of  contrast  between  this 
scheme  and  that  dealing  with  British  and  Colonial  wool  that  the 
East  Indian  wool  is  at  no  stage  in  the  actual  possession  of  the 
Qovemment. 
No.  109. — ^voL*  xxym.  o 
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In  the  autumn  of  1916  it  became  necessary  to  devote  special 
attention  to  the  question  of  the  labour  supply.  Eecruiting  had 
been  heavy,  and,  moreover,  fell  unevenly  on  different  sections  of 
the  trade  owing  to  the  fact  that  the  proportion  of  men  of  military 
age  to  the  total  number  of  persons  in  the  industry  varied  con- 
siderably in  the  different  processes,  and  consequently  the  finely- 
adjusted  balance  of  the  trade  became  upset.  In  wool-sorting, 
carding  and  combing,  and  mule-spinning,  in  which  men  are 
largely  employed,  the  proportion  of  men  of  military  age  was 
about  three  times  as  high  as  in  spinning  and  weaving,  where 
women  and  juveniles  preponderate.  If  we  consider  the  trade  as 
a  whole  and  compare  the  net  loss  of  enlistment  in  this  trade 
with  that  in  all  industry,  we  find  that  the  proportion  is  about 
half  as  high  as  the  average.  In  spite,  however,  of  this  com- 
paratively low  percentage  of  enlistment,  men  had  become  very 
scarce,  particularly  in  some  of  the  skilled  processes,  and  in  order 
to  keep  pace  with  the  military  orders  it  was  necessary  to  employ 
women  on  some  classes  of  work  which  had  hitherto  been  reserved 
for  men.  Already  in  February,  1916,  an  agreement  to  facilitate 
dilution  and  to  prevent  the  exploitation  of  cheap  female  labour, 
on  similar  lines  to  the  munition  agreement,  was  concluded 
between  the  most  important  manufacturing  employers'  associa- 
tions and  trade  unions,  and  later  also  in  the  dyeing  section  of 
the  trade,  and  most  of  the  pivotal  occupations  were  placed  upon 
the  Beserved  Occupations  Lists.  At  the  same  time  neighbouring 
munition  works  exerted  a  powerful  attraction  on  the  engineers  in 
the  trade  and  also  on  many  of  the  other  workers,  whose  normally 
low  wages  compared  very  unfavourably  with  the  far  higher 
standard  of  pay  in  the  engineering  trades.  The  trade  was 
certainly  by  this  time  depleted  of  many  essential  men,  whose 
loss  hampered  production,  and  was  in  general  short  of  suitable 
labour,  while  within  the  trade  itself  the  higher  wages  which 
firms  on  civilian  work  were  able  to  offer  were  a  constant  factor 
in  reducing  still  further  the  workers  in  the  employment  of 
Government  contractors.  If  the  delivery  of  army  goods 
was  not  to  suffer  through  shortage  of  labour,  it  was  necessary 
to  review  the  whole  position  from  the  different  and  some- 
times conflicting  points  of  view  of  the  contracts  and  the 
recruiting  departments  of  the  War  Office  itself,  of  the 
employers  and  of  the  trade  unions  concerned;  for  all  were 
interested  parties  and  all  possessed  special  and  peculiar  know- 
ledge, without  which  it  was  impossible  to  form  a  right  judgment 
either  on  general  questions  or  on  individual  cases.    In  order, 
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therefore,  to  ensure  complete  co-operation  between  all  the 
interests,  joint  industrial  advisory  committees  on  man-power  and 
production,  consisting  of  representatives  of  the  recruiting  and  the 
contracts  departments,  of  the  employers  and  the  trade  unions, 
were  set  up  in  the  woollen  and  worsted  trades  of  the  West  Biding, 
in  the  flannel  trade,  the  Midlands  hosiery  trade,  and  the  Scottish 
woollen  and  hosiery  trade.  These  conmiittees,  after  reviewing 
the  whole  position  in  the  light  of  the  need  both  for  men  and 
for  production,  laid  down  certain  principles  of  action,  and  advised 
the  military  representatives  of  the  tribunals,  or  the  tribunals 
themselves,  with  regard  to  the  applications  for  exemption  for 
individual  men  in  accordance  with  these  general  principles  and 
with  their  special  knowledge  of  the  particular  circumstances. 
These  cooamittees,  whose  influence  is  based  entirely  on  the  good- 
will and  co-operation  of  all  parties,  have  been  most  successful, 
and  may  be  considered  to  have  paved  the  way  for  the  co-opera- 
tion on  a  larger  scale  between  the  State,  the  employers,  and 
the  employed. 

The  i^oblem  of  securing  that  all  firms  able  to  undertake 
Grovemment  orders  should  take  their  fair  share  of  the  work  on 
the  costings  basis  was  also  solved  by  voluntary  agreement.  It 
has  already  been  mentioned  that  those  firms  who  were  used  to 
making  army  clothes  had  a  considerably  lower  cost  of  production 
than  those  who  were  new  to  the  work;  further,  some  districts 
accustomed  to  the  manufacture  of  similar  cloth  were  able  to 
produce  more  cheaply  than  others,  whose  machines  could  indeed 
make  the  goods  required,  but  who  were  accustomed  to  a  different 
standard  of  work.  In  other  words,  the  actual  "conversion  cost," 
as  ascertained  in  the  approved  manner  by  accountants,  varied 
considerably  from  firm  to  firm  and  from  district  to  district.  It 
was  obvious*  that  when  once  the  demand  for  army  goods  began 
to  slacken,  the  need  for  economy  would  be  a  strong  incentive  to 
the  Government  to  terminate  first  those  contracts  based  on  a 
high  conversion  cost.  This  fear  created  a  reluctance  to  accept 
army  contracts,  both  on  the  part  of  firms  who  could  only  make 
the  goods  after  re-arranging  their  mill  with  a  resulting  high  con- 
version  cost  and  who  wished  to  be  sure  of  a  prolonged  run  of 
contracts  to  compensate  for  the  changes  made,  and  also  on  the 
part  of  those  who  were  able  to  jH^oduce  the  goods  cheaply,  but 
wished  to  be  released  from  army  orders  as  soon  as  possible  in 
order  to  resume  their  normal  trade.  To  meet  these  difficulties 
firms  were  grouped  in  districts  corresponding  roughly  to  the  pre- 
vailing methods  of  production;  equitable  conversion  costs  for 
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each  district  were  agreed  upon  with  representatives  of  the  local 
manufacturers,  and  an  undertaking  was  given  that  when  the  time 
arrived  to  reduce  or  terminate  Grovernment  contracts  the  change 
should  operate  over  all  districts  in  proportion  to  the  contracts 
which  they  held. 

The  intimate  local  knowledge  of  the  group  representatives 
was  also  extremely  valuable  in  advising  the  department  with 
regard  to  their  area  as  to  the  best  means  of  obtaining  the  highest 
and  most  economical  production  and  of  distributing  to  the  best 
advantage  the  Government  contracts  assigned  to  them  by  the 
Central  (Allocation  of  Contracts)  Advisory  Committee,  which  is 
composed  of  the  chairmen  of  the  local  groups.  In  flie  event  of 
a  temporary  breakdown  in  the  deliveries  of  one  member  of  a 
group,  owing  to  a  fire  or  some  other  cause,  the  other  members 
are  expected  to  do  their  best  to  make  up  the  deficiency.  As  a 
result  of  the  willing  and  invaluable  assistance  obtained  from 
manufacturers  by  means  of  this  system,  it  has  been  possible  to 
place  Government  contracts  over  a  much  larger  area  than  before 
and  to  secure  the  very  large  output  which  is  now  required. 

Efforts  were  also  made  to  stimulate  production  for  the. export 
trade,  the  value  of  which  constitutes  as  much  as  11  per  cent, 
of  the  total  value  of  our  manufactured  exports,  and  which  was 
therefore  of  great  importance  in  maintaining  the  rate  of  exchange, 
particularly  with  the  United  States.  An  export  priority  scheme 
was  devised,  by  means  of  which  woollen  goods  destined  for  export 
were  to  receive  from  manufacturers  a  priority  second  only  to 
that  of  Government  contracts.  However,  before  the  scheme 
was  able  to  come  into  effective  operation,  two  events  occurred 
which  changed  the  whole  situation.  The  declaration  of  un- 
restricted submarine  warfare  made  it  imperative  to  husband  with 
the  greatest  care  a  raw  material  which  is  not  only  essential  for 
carrying  on  the  war,  but  is  bulky  and  produced  mainly  on  the 
opposite  side  of  the  globe,  while  the  resulting  entry  into  the  war 
of  the  United  States  caused  the  urgency  of  the  export  problem 
largely  to  disappear.  In  consequence,  the  export  priority  scheme 
and  the  machinery  set  up  to  carry  it  into  effect  became  trans- 
formed into  a  rationing  scheme,  with  the  object  of  restricting 
the  consumption  of  wool  to  a  safe  quantity  and  of  distributing 
the  available  supplies  in  a  fair  and  judicious  manner. 

The  advice  and  co-operation  of  the  trade  was  obtained  first 
by  means  of  committees  selected  from  an  advisory  panel,  and 
later  through  the  Central  Wool  Advisory  Committee,  which  con- 
tained representatives  of  all  sections  of  the  trade,  from  the  wool 
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merchants  who  import  the  raw  material  to  the  woollen  merchants 
who  export  the  finished  cloth,  and  included  all  branches  of  wool- 
using  manufacture. 

After  full  discussion  in  the  light  of  all  available  information, 
it  was  decided  to  effect  a  reduction  in  the  wool  used  by  two 
methods  concurrently,  namely,  a  reduction  in  the  hours  worked 
and  a  restriction  in  the  amount  of  wool  or  tops  allowed  to  be 
taken  into  consumption.  By  an  Army  Council  Order  issued  on 
May  24th,  1917,  working  hours  in  weaving  and  worsted  spinning 
were  reduced  from  the  beginning  of  June  to  forty-five  hoiu-s  per 
week  in  place  of  the  normal  fifty-five  and  a  half  hours,  or  to  a  lower 
figure  in  cases  where  less  than  the  normal  hours  had  been  worked 
on  the  average  during  March,  1917,  and  a  proportionate  reduction 
of  hours  was  arranged  for  woollen  spinning ;  later,  after  a  census 
of  wool  stocks  had  been  taken,  the  working  week  was  altered 
from  September  1st  to  fifty  hours  or  the  equivalent  in  all  sec- 
tions of  the  industry.  There  were  several  reasons  for  adopting 
the  plan  of  short  time  in  preference  to  the  alternative  method  of 
stopping  altogether  an  equivalent  proportion  of  machinery,  as 
in  the  cotton  trade.  It  was  in  accordance  with  the  usual  prac- 
tice of  the  trade ;  it  effected  an  economy  in  running  expenses, 
such  as  heating  and  lighting ;  it  prevented  any  disturbance  in  the 
balance  of  machinery  in  the  mill,  and,  most  cogent  of  all,  it 
avoided  labour  difficulties,  for  a  substantial  increase  of  wages 
happened  to  coincide  in  time  with  the  shortening  of  the  hours, 
thus  obviating  a  diminution  of  the  actual  money  earned.  The 
closing  down  of  machinery  would  necessarily  cause  the  unemploy- 
ment of  a  considerable  number  of  operatives,  mainly  women  and 
young  persons,  for  whom  there  was  not  sufficient  work  in  the 
districts  where  they  lived;  while  comparatively  few  men  would 
be  released,  since  most  of  them  were  employed  in  positions  of 
responsibility  from  which  they  could  not  be  spared  so  long  as  the 
mill  was  running  at  all.  At  the  same  time  there  are  several 
obvious  reasons  against  this  method.  The  idleness  of  some  of 
the  machinery  would  undoubtedly  set  free  additional  men,  such  as 
mule-spinners,  for  the  army ;  further,  it  would  enable  the  labour 
which  was  rendered  superfluous  to  be  absorbed  into  other  essen- 
tial work  and  would  thus  prevent  the  enormous  waste  of  labour 
power  involved  in  the  loss  of  ten  working  hours  weekly  by  about 
300,000  persons.  This  time,  which  is  roughly  equivalent  to  the 
normal  working  hours  of  64,000  persons  each  week,  cannot  be 
considered  an  unimportant  consideration  at  a  time  when  all 
resources  must  be  husbanded  to  the  utmost  and  when  man-power 
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is  one  of  the  decisive  factors  in  the  struggle.  A  further  objection 
to  the  reduction  of  working  hours  as  a  means  of  economising  wool- 
consumption  is  to  be  found  in  the  fact  that  in  many  processes 
a  diminution  in  the  number  of  hours  worked  by  no  means  results 
in  a  corresponding  diminution  of  output ;  this  is  particularly 
noticeable  in  the  case  of  piece-workers,  who  wish  to  maintain 
their  earnings  and  are  able  to  work  during  the  shorter  period  at 
somewhat  higher  pressure.  Little  information  showing  to  what 
extent  output  is  affected  by  short  time  has  been  collected, 
although  many  firms  have  gained  very  interesting  experiences 
bearing  on  this  question  which  will  no  doubt  bear  fruit  in  a  more 
economical  organisation  of  their  work.  One  result  of  the 
shortening  of  hours  was  at  once  felt  by  the  Contracts  Department 
itself  in  the  difficulty  of  maintaining  the  full  quantity  of  cloth 
due  for  delivery  each  week.  The  spreading  of  contracts  had 
already  made  unnecessary  much  of  the  overtime  by  means  of 
which  alone  adequate  supplies  were  produced  in  the  early  days, 
but  it  could  not  be  carried  much  further,  and  in  the  case  of  some 
articles,  such  as  blankets,  all  the  machinery  which  could  be  used 
for  Grovernment  work  was  already  fully  employed;  in  conse- 
quence a  reduction  of  hours  could  only  result  in  these  cases  in  a 
dangerous  reduction  of  output.  It  was  therefore  necessary  in 
particular  instances  to  grant  permits  to  exceed  the  reduced  hours, 
with  the  result  that  complete  equality  of  treatment  between 
firm  and  firm  could  not  be  maintained. 

In  hosiery  manufacture  a  different  principle  was  adopted,  and 
the  consumption  of  yam  for  purposes  other  than  Government 
contracts  was  reduced  to  a  quantity  70  per  cent,  or  less  of  the 
average  consumption  for  civil  purposes  during  January,  February, 
and  March,  1917. 

The  other  method  of  reducing  wool  consumption  adopted 
concurrently  with  the  shortening  of  hours  was  more  complicated 
in  operation,  but  if  satisfactorily  carried  out,  more  successful  in 
its  results.  After  careful  consideration  of  available  stocks,  past 
consumption,  future  Government  requirements,  and  expected 
supplies,  the  quantity  of  clean  scoured  wool  which  might  be 
consumed  by  each  firm  for  civilian  purposes  during  the  rationing 
period  was  determined.  Committees  possessing  the  confidence  of 
the  trade  were  established  in  each  area  as  District  Eationing  Com- 
mittees and  sent  representatives  to  a  Joint  Eationing  Committee 
whose  task  it  was  to  distribute  the  total  quantity  available  for  civil 
consumption  equitably  between  the  districts.  All  firms  wishing 
to  consume  wool  or  tops  during  the  period  had  to  apply  to  their 
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District  Committee  for  a  rationing  certificate  and  to  give  par- 
ticulars of  their  requirements  of  wool  and  tops,  their  stocks,  their 
running  machinery,  their  consumption  in  1916,  and  their  Qovem- 
ment  contracts,  as  required  by  the  application  form.  All  appli- 
cations were  carefully  scrutinised  by  a  committee  of  experts  in 
the  light  of  all  the  information  available,  and  in  each  case  a 
*'  permissible  "  amount  was  fixed  in  accordance  with  a  definite 
formula.  The  sum  of  these  *' permissible*'  amounts  was  com- 
pared with  the  total  available  for  civil  consumption  in  the  area, 
and  a  '*  dividend  *'  was  declared  by  a  simple  sum  in  division.  The 
** dividend"  was  then  calculated  for  each  firm  on  the  basis  of 
its  *'  permissible  "  amount,  and  no  firm  was  allowed  to  put  into 
work  during  the  rationing  period  more  wool  or  tops  than  the 
quantity  stated  on  its  rationing  certificate.  The  amount  of  yam 
which  it  was  calculated  would  be  spun  from  the  ration  of  wool 
and  tops  was  distributed  among  manufacturers  by  a  similar 
method  and  on  the  same  {Hinciple.  It  must  be  noted  that  this 
ration  must  not  be  exceeded,  even  if  the  firm  possesses,  and  has 
on  its  premises,  stocks  exceeding  its  allowance.  On  the  other 
hand  a  firm  may  purchase  supplies  for  the  whole  or  any  part 
of  its  ration  if  its  own  stocks  are  insufficient  or  unsuitable  in 
quality.  Obviously  the  weak  spot  of  this  scheme,  which  is  water- 
tight in  theory,  is  the  difficulty  of  its  enforcement,  especially  in 
the  case  of  firms  holding  large  private  stocks.  During  the  first 
rationing  period,  from  June  1st  to  August  31st,  1917,  this  diffi- 
culty was  increased  by  the  fact  that  no  legal  control  was  exercised 
over  consumption  until  June  11th,  in  the  case  of  cross-bred,  and 
July  2nd,  in  the  case  of  merino.  Moreover,  it  was  assumed  by 
the  spinners  and  manufacturers  that  no  further  restriction  of 
consumption  was  required  beyond  that  effected  by  short  time, 
and  that  in  consequence  the  civil  ration,  together  with  the  sup- 
plies allotted  for  Government  contracts,  would  be  sufficient  to 
keep  all  machinery  running  as  usual  for  forty-five  hours  a  week. 
Unfortunately,  too,  the  scheme  came  into  force  before  the 
arrangements  for  putting  it  into  practical  operation  were  com- 
pleted, with  the  result  that  the  rationing  certificates  informing 
the  trade  of  the  amount  of  wool,  tops,  and  yam  which  they  were 
allowed  to  put  into  work  were  only  issued  two  or  three  weeks 
after  the  beginning  of  the  period  to  which  they  applied.  Some 
firms  fearing  the  coming  restrictions  put  as  much  wool  as  pos- 
sible through  their  machines  while  they  were  still  free  to  do  so,  and 
then  found  that  they  had  used  up  all,  or  almost  all,  their  ration 
for  the  next  months.    When,  therefore,  the  allotment  became 
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known,  it  was  anticipated  that  much  machinery  would  be  ren- 
dered idle.     A  great  outcry  was  raised  and  doubts  were  expressed 
as  to  whether  the  official  statistics  on  which  these  drastic  steps 
were  based  really  justified  so  large  a  curtailment  of  consumption. 
It  is  easy  to  understand  the  discontent  which  these  severe  restric- 
tions created,  particularly  as  it  was  not  possible  to  make  public 
all  the  reasons  which  necessitated  this  action.    The  trade  saw 
large    stocks  of    wool    lying    in    mills,  warehouses,  and  docks, 
and  did  not  yet  sufficiently  realise  the  serious  effect  which  the 
depletion  of -merchant  shipping  would  have  in  the  coming  months 
on  wool  imports.    Much  angry  comment  took  place  both  on  the 
Bradford  Exchange  and  in  the  local  Piess,  and,  in  order  to  clear 
the  air  and  to  give  an  opportunity  for  an  interchange  of  views, 
Mr.  H.  W.  Forster,  the  Financial  Secretary  of  the  War  Office, 
addressed  representatives  of  the  employers  and  of  the  workpeople 
at  two  meetings  held  for  the  purpose  in  Bradford  towards  the 
end  of  June.    It  was  clear  that  the  time  had  now  arrived  for 
entrusting  to  the  industry  itself  the  responsibility  for  adjusting 
many  of  the  technical  questions  which  were  raised  both  by  the 
size  of  the  Government  requirements  and  by  thejshortage  of 
wool    supplies,  a    responsibility  which    the    trade  were  mdeed 
anxious  to  assume.   At  the  same  time  a  reorganisation  was  neces- 
sary within  the  rapidly  expanding  department  itself.     All  the 
arrangements  for  the  purchase  and  transport  of  wool  and  the 
making  of  tops  were  centralised  in  London  in  the  hands  of  the 
Controller  of  Wool  SuppUes  and  under  the  immediate  supervision 
of  the  Director  of  Eaw  Materials,  since  it  was  obviously  impos- 
sible for  the  War  Office  to  divest  itself  of  the  responsibility  for 
the  large  stocks  of  wool  and  tops  which  it  owned.     The  Eaw 
Wool  Section  was  assisted  by  a  Eaw  Wool  Advisory  Committee, 
which  took  over   some  of  the   functions  of   the    Central    Wool 
Advisory  Committee,   and  contained  representatives  of  all  the 
interests  concerned  with  the  importation  and  handling  of  wool 
up  to  and  including  the  stage  of  top-making.    The  controversy 
over  the  statistical  position  was  laid  by  giving  full  opportunity 
for  Its  mvestigation  and  by  the  appointment  of  a  permanent 
Wool  Statistical  Committee  containing    representatives  of    the 
trade.     The  investigations  and  discussions  showed  that  no  wide 
difference    existed    between    the   estimates   made   within    and 
without  the  department.    The  discrepancies  on  which  so  many 
attacks   on    the   department   had    been    based    were    found    to 
resolve  themselves  into  a  difference  of  opinion  as  to  the  yield  of 
the  different  qualities  of  wool  which  made  up  the  stocks  in  the 
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country,  a  aubject  on  which  complete  agreement  cannot  be  ex- 
pected. Steps  are  now  being  taken  to  ascertain,  by  careful 
tests,  the  actual  yield  of  wool  which  is  being  imported,  and  the 
controversy  has  thus  led  to  experiments  which  will  result  in  far 
more  accurate  knowledge  of  this  important  subject,  and  will  b^ 
of  permanent  value  to  the  trade.  Up  to  date,  however,  satis- 
factory results  have  not  been  obtained. 

At  the  same  time  additional  powers  were  delegated  to  the 
War  Department  Cloth  Office,  in  Bradford,  which  had  been 
making  arrangements  for  the  placing  of  contracts  during  the 
past  year,  and  whose  head  became  the  Director  of  Wool  Textile 
Production,  with  an  independent  Department  responsible  for  the 
supply  of  all  cloth  and  hosiery  required  by  the  British  and  Allied 
Grovernments.  In  addition  to  providing  for  the  military  and 
naval  needs  of  the  British  and  Allied  Qovemments,  it  also  pro- 
vides the  wool  textiles  requirements  of  all  other  Government  de- 
partments and  over  2,000  public  services,  such  as  the  railways  and 
corporations,  Egypt,  India,  and  the  Crown  Colonies.  A  Board  of 
Control  of  Wool  Textile  Production  was  set  up  to  control  the 
civilian  production  of  the  trade  and  to  assist  the  Director  of  Wool 
Textile  Production  in  his  work.  The  composition  of  the  Board  of 
Control  is  extremely  interesting  as  an  experiment  in  industrial 
democracy;  for  it  represents  an  equal  partnership  between  the 
State,  the  employers,  and  the  workpeople.  The  chairman  is  the 
Director  of  Wool  Textile  Production,  and  the  ten  other  official 
members  are  heads  of  branches  in  the  department,  including 
representatives  of  the  Baw  Wool  Department,  so  as  to  secure 
co-ordination  between  the  raw  wool  and  the  production  branches. 
The  most  important  employers*  associations  were  invited  to  elect 
representatives,  distributed  as  follows  :  three  worsted  spinners, 
three  manufacturers  representing  the  West  Riding,  and  one  of 
the  West  of  England  and  Scotland  respectively,  one  representa- 
tive each  from  the  carpet  and  felt,  the  hosiery,  and  the  shoddy 
trades ;  the  National  Association  of  Trade  Unions  in  the  textile 
trades  chose  eleven  members  to  represent  the  whole  Association. 
The  Board  of  Control  thus  commands  the  confidence  of  the  whole 
trade,  and  its  recommendations  are  recognised  and  accepted  as 
necessary. 

The  first  subject  to  which  the  Board  of  Control  turned  its 
attention  was  the  urgent  question  of  the  rationing  scheme.  A 
committee  was  appointed  to  consider  the  whole  subject  in  the 
light  of  past  experience  and  to  draft  a  scheme  acceptable  to  all 
the    interests    concerned.     After    considerable    discussion    and 
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negotiation  it  agreed  in  recommending  the  continuance  of  ration- 
ing certificates  for  wool,  tops,  and  yarn,  and  the  method  of 
allocating  the  rations  already  described.  At  the  same  time  it 
devised  a  system  of  monthly  returns  of  yams  delivered  during 
the  previous  months  to  be  furnished  by  manufacturers  through 
spinners  to  the  department,  in  order  to  ensure  that  each  indi- 
vidual manufacturer  who  buys  all  or  part  of  his  yams  obtains 
his  fair  share  of  the  yarn  made  from  wool  or  tops  allocated  to 
spinners.  Priority  in  supplies  for  any  particular  class  of  civil 
trade  was  abolished,  as  well  as  the  key  certificates  given  by  cloth 
merchants  to  manufacturers.  Thus  all  trace  of  the  original  idea 
of  export  priority  disappeared.  A  special  procedure  was  also 
elaborated  for  bringing  into  the  scheme  yarn  merchants  both 
in  the  export  and  home  trade. 

The  control  of  so  large  a  quantity  of  raw  wool  has  naturally 
placed  upon  the  British  Government  the  responsibility  for 
securing  an  equitable  distribution  of  wool,  tops,  yam,  etc.,  not 
only  to  her  own  manufacturers,  but  also  to  her  Allies.  It  was 
natural  to  use  for  this  purpose  the  Commission  Internationale  de 
Bavitaillement,  an  organisation  set  up  to  enable  each  Allied 
Government  to  obtain  without  competition  from  the  others  the 
supplies  of  manufactured  goods  it  needed  from  the  United  King- 
dom. A  regular  procedure  has  grown  up  governing  the  wool 
distribution,  as  one  Allied  country  after  another  has  come  to 
realise  the  military  importance  of  this  essential  raw  material  and 
taken  steps  to  control  its  use  in  its  own  country.  An  estimate 
of  requirements  for  six  months  or  a  year  ahead  is  obtained  from 
each  Ally  using  raw  wool  or  its  semi-manufactured  products,  the 
needs  for  civil  and  military  purposes  being  distinguished,  and 
arrangements  are  made  for  satisfying  the  demands  as  far  as 
supplies  permit.  Military  requirements  are,  of  course,  given 
precedence  in  the  same  way  as  they  are  for  Government  con- 
tractors in  the  United  Kingdom,  while  their  civil  needs  have  to 
be  curtailed  to  the  same  extent  as  those  of  British  manufacturers. 
In  addition  to  the  advantages  of  a  reasoned  distribution  of, 
instead  of  a  scramble  for,  wool,  this  procedure  has  also  enabled 
the  Allies  to  tighten  up  the  blockade  so  far  as  wool  is  concerned, 
since  the  South  African  and  South  American  markets,  which  now 
remain  the  only  soiurce  of  free  wool,  are  almost  entirely  dominated 
by  the  United  States.  Neutral  countries  are  therefore  mainly  de- 
pendent on  the  British  Empire  for  wool  supplies,  and  it  is  possible 
to  negotiate  with  them  for  a  fixed  ration  not  only  of  raw  wool,  but 
also  of  tops,  noils,  yams,  waste,  etc.,  which  is  only  sanctioned  in 
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coDsideratioD  of  favourable  reciprocal  treatment.  The  War  Trade 
Department  issues  the  export  licences  for  all  wool  supplies,  after 
recommendation  by  the  Commission  Internationale  de  Ravitaille- 
ment  with  regard  to  requirements  of  the  Allies  and  after  consulta- 
tion with  the  Raw  Wool  and  the  Wool  Textiles  Production  Depart- 
ments as  to  available  supplies,  with  the  Foreign  Office  as  to  the 
different  destinations  and  the  Treasury  as  to  finance.  When  the 
ration  to  be  exported  to  each  country  has  been  decided  after  con- 
sultation with  all  the  departments  concerned,  it  is  handed  over 
to  the  Trade  Committees  of  the  Board  of  Control  to  allocate  the 
quantity  fairly  between  the  individual  exporting  firms,  who  have 
to  furnish  monthly  returns  in  order  that  control  may  be  exercised 
over  them  in  the  same  way  as  over  other  users. 

It  will  thus  be  seen  that  when  the  problem  of  rationing  sup- 
plies was  thrown  on  to  the  trade,  it  found  itself  obliged  to  continue 
a  control  as  stringent  as  that  exercised  solely  by  the  department, 
and,  indeed,  that  it  went  further,  in  requiring  finiiher  returns  to 
ensure  that  it  was  carried  out.  The  necessity  of  withholding 
information  from  the  enemy  prevented  the  publication  of  figures 
which  would  have  helped  the  trade  to  realise  earlier  the  serious- 
ness of  the  position.  But  the  increasing  shipping  losses  and  the 
decreasing  arrivals  of  wool  is  proving  an  irresistible  argument  in 
favour  of  the  measures  which  had  been  taken  by  the  department 
before  the  shortage  became  apparent  to  the  outside  public. 

The  Board  of  Control  also  considered  at  an  early  stage  pro- 
posals for  preventing  a  further  rise  in  the  cost  of  woollen  clothing 
for  civilian  wear.  It  was  decided  to  try  the  experiment  of  putting 
on  the  market  at  fixed  prices  in  competition  with  ''free"  goods 
a  range  of  serviceable  cloths  made  up  into  suits  for  men  *  and 
boys,  produced  and  distributed  through  the  normal  trade  chan- 
nels on  the  "conversion  cost"  system.  The  public  would  thus 
have  the  opportunity  of  obtaining  clothing  of  a  sound  quality  at 
a  reasonable  price,  and  would  also  have  a  standard  with  which 
to  compare  the  charges  for  other  clothing  made  without  restric- 
tions. Arrangements  have  also  been  made  for  the  supply  of 
standard  flannel,  hosiery,  and  blankets  on  the  same  system.  It 
is  expected  that  the  existence  of  fixed  prices  for  these  standard 
articles  will  keep  other  similar  goods  at  approximately  the  same 
price  level. 

Another  interesting  development  of  the  system  of  conversion 
costs  is  seen  in  the  scheme  for  the  supply  of  officers'  cloths.  Up 
till  recently  these  cloths  were  produced  and  sold  in  the  same  way 
as  ordinary  civilian  requirements,  with  the  result  that  the  prices 
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had  enormously  increased »  while  the  quality  was  no  longer  main- 
tained. In  consultation  with  the  cloth  manufacturers,  the 
woollen  merchants,  and  the  tailors,  arrangements  have  been  made 
for  the  manufacture  and  distribution  on  a  commission  basis  of 
special  cloths  to  be  sold  to  officers  at  6xed  prices,  according  to 
quality,  and  it  is  estimated  that  the  cost  has  been  reduced  in  this 
way  by  about  30s.  per  uniform. 

There  remain  two  other  classes  of  wool  products  used  as 
raw  material  in  the  wool  textile  trade,  both  of  which  are  in- 
fluenced by  Government  action,  but  in  different  ways.  The  wool 
waste  produced  in  the  course  of  manufacture  was  controlled  by 
an  Army  Council  Order  in  the  summer  of  1917 ;  a  census  of  all 
stocks  was  taken,  and  after  July  Slst,  1917,  no  sales  might  take 
place  except  at  fixed  prices  and  under  a  permit  from  the  depart- 
ment, contracts  made  before  the  date  of  the  Order  being  exempted 
for  a  period  of  five  months.  Thus,  at  the  end  of  1917,  rags,  and 
the  shoddy  made  out  of  them,  remained  the  only  uncontrolled 
raw  material  of  the  wool  textile  trade,  although  here  also  the 
department  is  able  to  exercise  considerable  influence  through  the 
large  supplies  of  shoddy,  of  which  it  is  itself  the  owner,  and 
which  it  is  estimated  amounts  to  about  one-third  of  all  the 
shoddy  produced  in  the  United  Kingdom.  By  means  of  a  careful 
salvage  system,  old  uniforms,  hosiery  articles,  etc.,  are  collected 
from  all  the  theatres  of  war  and  sent  to  the  G-ovemment  Sag 
Depot  at  Dewsbury,  where  they  are  torn  up  into  shoddy  and 
issued  to  contractors  for  making  army  cloths,  for  which  it  is 
particularly  suitable.  The  problem  of  rags  and  shoddy  has  still, 
however,  to  be  solved. 

We  have  completed  our  survey;  we  have  watched  the  effects 
of  the  war  as  it  has  gripped  in  turn  each  branch  and  each  firm 
in  the  wool  trade,  forcing  all,  as  they  struggle  to  live  amid  the 
ever-changing  and  unprecedented  turmoil,  to  ask  themselves, 
individually  and  collectively,  as  an  elementary  condition  of  their 
existence,  what  service  they  are  rendering  to  the  national  life, 
and  when  the  answer  to  this  question  has  been  found,  to  organise 
themselves  so  as  to  perform  this  service  in  the  best  possible  way. 
The  services  required  from  the  industry  for  the  support  of  the 
national  life  in  general,  and  of  the  war  in  particular,  have  been 
easy  to  recognise,  although  the  individual  members  have  not  all 
rendered  an  equal  contribution  towards  their  performance.  The 
best  method  of  achieving  the  desired  results  has  been  found  to 
be  co-ordination  and  co-operation  :  co-ordination  imposed  at  first 
by  the  pressure  of  external  circumstances  and  later  recognised  as 
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necessary  and  developed  by  voluntary  agreement;  co-operation 
suggested  at  first  by  the  need  for  combined  action  and  later 
embodied  in  permanent  forms  and  applied  to  a  growing  range 
of  objects.  Thus  the  wool  textile  trade  has  moved  along  in  the 
same  direction  as  other  trades,  and  has  gained  experiences  en- 
abling it  to  take  a  leading  part  in  the  various  experiments  in 
industrial  organisation  which  are  being  made.  The  joint  part- 
nership of  State,  employers,  and  workers  in  the  Board  of  Control 
has  abready  been  described.  Active  minds  are  looking  beyond  the 
needs  of  the  moment  to  a  time  when  military  demands  will  abate, 
and  the  successful  resumption  of  civil  trade  will  require  the  joint 
energies  and  devotion  of  all  those  engaged  in  the  industry. 

DOBOTHT  M.   ZiMMBRN 
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THE   INCOME   TAX  ON   WAGES   BY  QUAKTERLY 
ASSESSMENT. 

Thb  "period  of  the  war"  has  witnessed  many  experiments  in. 
national  finance  of  vital  importance  in  the  present,  and  of  grave 
significance  for  the  future.  By  legislative  enactment  and  adminis- 
trative action  many  proposals,  formerly  highly  controversial,  have 
been  put  into  actual  operation  swiftly,  and  with  surprisingly  little 
comment.  National  necessity  has  proved  an  efficient  lubricant 
for  novel  forms  of  State  action. 

There  are  few  actions  of  a  Government  which  are  capable  of 
arousing  more  acute  opposition  than  the  levying  of  taxes  which, 
in  their  incidence,  are  considered  to  be  unjust.  The  Finance 
(No.  2)  Act  of  1915  lowered  the  limit  of  taxable  income  from 
J6160  to  J6130.  The  Act  was  passed  without  serious  opposition, 
although  it  is  estimated  that  the  measure  has  affected  some  two 
million  persons  who  had  previously  been  exempt.  This  Act,  like 
the  National  Begistration  Act  and  others  passed  during  the  war 
period,  provides  another  example  of  the  great  difference  between 
what  the  people  think  the  Govemmnt  is  doing  and  what  the 
Grovemment  knows  it  is  doing,  and  vice  versd.  It  was  argued 
that  the  new  taxpayers  would  feel  a  deeper  "sense  of  respon- 
sibility," that  the  payment  of  direct  taxes  would  "stimulate  an 
interest  in  Government  affairs,"  etc.  The  actual  effect  has  been 
narrowed  down  to  a  particular  interest  in  getting  the  burden 
removed  from  the  shoulders  of  the  wage-earners  at  the  earliest 
possible  moment.  This  attitude  might  have  been  expected,  as 
there  are  many  precedents  for  wishing  to  remove  the  burden  of 
taxation.  But  there  are  probably  few  cases,  within  the  last  fifty 
years,  of  new  taxation  where  the  feeling  of  injustice  is  more 
intense. 

In  the  Beport  of  the  Commission  of  Inquiry  into  Industrial 
Unrest  (tor  Scotland)  the  following  appears  (par.  18) :  "The 
bringing  of  workmen,  earning  what  they  regard  as  a  bare  living 
wage,  within  the  range  of  the  income  tax,  is  strongly  represented 
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as  a  cause  of  unrest  ...**;  and,  in  the  same  paragraph  :  ''This 
is  a  matter  which  affects  all  classes  of  the  community,  and  to 
make  recommendations  upon  it  b  scarcely  within  the  scope  of 
this  Commission.  At  the  same  time,  we  feel  boimd  to  report 
that  the  great  mass  of  working  men  having  been,  for  the  first 
time,  brought  under  the  income  tax  is  undoubtedly  amongst  the 
causes  of  industrial  imrest.**  Mr.  J.  J.  Mallon,  in  a  Note  added 
to  the  Beport  of  the  same  Commission  (No.  3  Division,  Yorkshire 
and  East  Midlands  Area),  states  :  "To  satisfy  the  feeling  jH'evalent 
among  the  wage-earning  classes  for  more  drastic  demands  on  the 
rich,  which  is  usually  expressed  by  the  phrase  '  conscription  of 
wealth,'  the  income  tax  should  be  carefully  reviewed  and  sub- 
stantially increased  as  regards  those  incomes  which  are  capable 
of  curtailment  without  any  real  loss  to  the  amenities  of  life.*' 
One  of  the  Commissioners  for  the  South  Wales  Area  has  stated 
to  the  writers  more  recently  that  the  lowering  of  the  taxable 
income  limit  is  undoubtedly  causing  grave  unrest  in  that  area, 
but  no  evidence  of  this  unrest  was  asked  for,  or  offered  to,  the 
Commission. 

The  writers  of  this  article  have  been  carrying  on  a  series  of 
investigations  into  the  effect  on  the  wage-earner  of  the  {N-esent 
income  tax  on  wages.  Meetings  of  workers  have  been  attended 
in  twenty-three  industrial  areas  of  Great  Britain,  where  the  ques- 
tion was  discussed.  The  writers  have  also  had  opportimities  of 
considering  the  matter  in  conversation  and  correspondence  with 
wage-earning  taxpayers  in  most  centres  where  the  better  paid 
workers  are  employed.  One  conclusion  is  certain.  The  Govern- 
ment has  not  realised  the  extent  of  the  unrest  nor  its  nature. 
In  the  Summary  of  the  Beports  of  the  Commission  little  atten- 
tion is  paid  to  this  question.  In  the  statement  issued  by  the 
Bight  Honourable  G.  N.  Barnes  from  the  offices  of  the  War 
Cabinet,  and  published  in  the  Press  on  August  27th,  no  mention 
is  made  of  any  proposals  to  mitigate  this  cause  of  unrest.  On 
August  26th  "  the  Miners*  Federation  of  Great  Britain  waited  upon 
the  Chancellor  of  the  Exchequer  to  ask  for  the  extension  of  the 
exemption  from  income  tax  up  to  £160  per  aimum.  .  .  .  Mr. 
Bonar  Law  made  a  sympathetic  reply,  but  did  not  hold  out  aniy 
hope  of  any  change.  He  promised,  however,  to  consider  whether 
an  allowance  of  a  similar  amount  should  be  made  for  a  wife  as 
is  now  made  for  children.*'  (Manchester  Gtiardian ,  August  29th.) 
On  October  8th  a  statement  was  issued  to  the  Press  from  the 
Board  of  Inland  Bevenue  to  the  effect  that  Mr.  Bonar  Law  had 
expressed  his  readiness  to  {propose  to  Parliament,  in  connection 
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with  the  next  Budget,  a  new  wife  allowance  of  £25.  This  is 
where  the  matter  stands  officially  at  the  time  of  writing  this 
article.  Unofficially  it  is  known  that  in  one  industrial  area 
some  thousands  of  wage-earners  have  refused  to  pay  the  tax, 
unless  certain  concessions  are  made. 

It  is  the  purpose  of  this  article  to  show  how  these  conditions 
have  arisen  and  to  indicate  the  nature  of  desirable  concessions 
to  be  made,  failing  the  impracticability  of  the  restoration  of  the 
limit  of  Jei60.^ 

The  quarterly  assessments  apply  to  "weekly  wage-earners 
employed  by  way  of  manual  labour  in  respect  of  the  wages  arising 
from  that  employment,  and  do  not  apply  to  persons  employed  as 
clerks,  tjrpists,  draughtsmen,  or  in  any  other  similar  capacity. 
The  expression  'weekly  wage-earner'  means  a  person  who 
receives  wages  which  are  calculated  by  reference  to  the  hour,  day, 
week,  or  any  period  less  than  a  month  at  whatever  intervals  the 
wages  may  be  paid,  or  who  receives  wages,  however  calculated, 
which  are  paid  daily,  weekly,  or  at  any  less  intervals  than  a 
m<mth." 

The  Finance  (No.  2)  Act  gives  the  Commissioners  of  Inland 
Bevenue  powers  to  regulate  the  assessment  and  collection  of  the 
wage-earners'  tax  as  they  think  fit.  These  powers  have  been 
used  in  so  far  as  they  allow  (a)  the  Surveyor  of  Taxes  to  make 
the  assessments,  and  (b)  the  adoption  of  so  much  of  the' provisions 
relating  to  Schedule  E  as  may  be  applied.  In  the  case  (a)  it  will 
be  noticed  that  larger  discretionary  powers  are  given  to  the 
Surveyors  of  Taxes  in  fixing  the  assessments.  In  the  case  (b) 
these  discretionary  powers  are  still  further  widened  by  leaving 
the  question  of  allowances  to  be  decided  by  the  Surveyors.  Under 
Schedule  E  (Official  Salaries)  an  allowance  is  made  for  "expenses 
wholly,  exclusively,  and  necessarily  incurred  in  the  performance 
of  the  duties  of  the  office  or  employment.'*  This  allowance  bears 
a  much  more  limited  interpretation  than  the  words  used  would 
suggest,  as  taxpayers  have  found  who  have  tried  to  substantiate 
a  claim  for,  say,  travelling  expenses.  In  its  relation  to  the  income 
tax  on  wages  this  clause  has  been  the  subject  of  a  conference 
between  the  Parliamentary  Committee  of  the  Trade  Union  Con- 
gress and  the  Board  of  Inland  Revenue.  The  result  of  the  con- 
ference has  been  issued  in  the  form  of  a  Circular  by  the  Board 
of  Inland  Bevenue,  defining  more  closely  allowances  which  may 
fairly  be  considered  to  come  under  this  description.  There  are 
allowances  (inter  alidi  for  tools,  explosives,  clothes,  and  similar 
expenses;    out- working    and    lodging  money;    subsistence  and 
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travelling  expenseB.  The  Surveyors  adjudicate  on  claims  made 
for  these  allowances  according  to  the  evidence  they  are  able  to 
get  from  the  wage-earners,  the  employers,  and  other  sources. 
In  the  event  of  any  dispute  the  wage-earner,  or  the  Surveyw, 
has  the  right  of  appeal  to  the  District  Commissioners.  Only  few 
instances  of  appeals  have  come  to  the  notice  of  the  writers.  The 
battle  has  been  fought  out  between  the  Surveyor  and  the  wage- 
earner.  It  is  the  arbitrary  amounts  of  these  allowances  which 
have  been  one  of  the  causes  of  so  much  widespread  dissatisfac- 
tion. 

One  instance,  tools,  is  sufficient  to  show  the  bearing  of  these 
allowances  on  this  dissatisfaction.  The  cost  of  tools  varies 
according  to  the  particular  trade,  the  conditions  of  factory 
or  other  organisation,  the  prices  ruling  locally,  the  care  with 
which  the  worker  uses  his  tools,  etc.  The  result  is  that  the  claims 
are  varied  according  to  circumstances.  Evidence  in  the  nature 
of  receipts  for  purchases  of  tools  is  lacking.  It  is  often  the 
case  that  a  claim  for  a  small  amount  for  tools  is  taken  as  the 
standard  throughout  a  trade,  and  claims  from  all  wage-earners 
in  that  trade  are  levelled  to  this  figure.  The  wage-earner  explains 
as  well  as  he  can,  but  too  often  a  workman,  skilled  with  his 
hands,  is  no  match  for  a  civil  servant,  untrained  in  the  technicali- 
ties of  industrial  operations,  but  astute  in  looking  after  the  financial 
resources  of  his  country.  Trade  Union  officials,  coming  in  touch 
with  those  of  their  own  trade  in  other  districts,  find  a  substantial 
variation  in  the  amounts  of  the  allowances — a  variation  which 
cannot  be  explained  by  differences  in  local  conditions.  Some 
branches  of  Trade  Unions  have  pressed  their  cases  so  wisely  and 
strongly  that  they  have  secured  for  their  members  higher  rates 
of  allowances  than  are  being  made  in  an  adjoining  district.  The 
net  result  is  an  industrial  question  closely  allied  to  the  fixing 
of  minimum  wages  rates.  Deputations  are  the  order  of  the  day 
in  the  centres  where  Trade  Unionism  is  strong  and  active.  In 
one  industrial  centre  600  men  refused  to  pay  taxes  until  their 
demands  had  been  settled.  The  individual  taxpayer  is  usually 
left  with  a  sense  of  injustice  because  his  claim  has  been  reduced 
— he  does  not  understand  why,  neither  does  he  understand  how 
he  might  vindicate  his  rights.  The  Government  has  touched  him, 
frightened  his  wife  with  its  blue,  buff,  white,  and  pink  forms; 
he  had  better  pay  and  save  further  trouble.  Thus,  unwittingly, 
he  creates  a  precedent  for  the  Surveyor  which  can  be  used  in 
other  cases.  The  tendency  in  such  cases  is  for  the  amount  of 
the  allowances  to  be  relatively  low,  and  not  moderate  or  high. 
No.  109. — ^voL.  xxvm.  d 
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As  to  actual  cost  of  the  tools  to  the  taxpayer,  this  is  only  a 
small  factor  in  the  assessment.  The  allowance  granted  depends 
more  on  advocacy.  The  same  procedure  is  adopted  with  regard 
to  other  allowances  already  mentioned. 

Perhaps  the  greatest  variations  in  practice  exist  in  regard  to 
the  allowance  for  clothes.  Throughout  the  areas  visited  it  was 
noticed  that  the  narrowest  interpretation  had  been  placed  on  the 
words  "exclusively  for  the  purposes  of  the  employment."  In  most 
instances  the  cost  of  overalls  had  been  disallowed.  In  a  selection 
of  twenty  cases  where  this  expense  had  been  claimed  there  were 
only  two  instances  where  the  cost  was  allowed.  In  chemical 
works,  where  the  chemicals  handled  had  damaged  the  clothing  of 
the  employees  so  as  to  make  it  unwearable,  an  arbitrary  figure 
had  been  agreed  upon  between  the  taxpayer  and  the  Surveyor 
for  cost  of  replacement.  The  same  proceeding  applied  to  cases 
where  stokers  had  claimed  for  cost  of  clothing  spoiled  by  hot 
cinders  burning  trousers  and  boots.  In  the  case  of  miners  the 
claims  for  clothes  were  invariably  disallowed,  presumably  because 
it  was  argued  that  the  clothes  worn  were  old  suits  brought  in 
for  the  purpose  of  working  clothes.  In  the  instances  where  ex- 
ceptions to  this  rule  occurred,  claims  were  made  for  clothes 
spoiled  by  sulphuric  acid  leaking  from  the  batteries  of  electric 
lamps  carried  by  the  miners  in  some  collieries;  boots  spoiled 
through  continuous  working  in  water ;  and  the  extraordinary  wear 
and  tear  of  clothing  when  working  in  abnormal  places.  The 
leather  aprons  of  blacksmiths  and  blast  furnace  men  had  in  many 
instances  been  allowed.  The  following  are  examples  of  flat-rate 
allowances  for  the  year  made  to  steelworkers  : — 


Twelve  aprons  a  year,  at  Is.'  6d.  each. 
Four  small  ahirto,  at  48.  each. 
Twelve  sweat  towels,  at  6d.  each. 
Four  clogs  (2s.  9d.,  tips  4d.),  Ss.  Id.  each.. 

Shearers: 

Aprons  (eacks),  26  at  8d.  each. 
Leathers,  8s.  a  quarter. 
One  straight-ed^e,  at  Is.  6d. 
Rules,  two  a  year,  at  2s.  9d. 

Smelting  Shop  (Siemen*s  Furnace) : 

Fumacemen  (1st,  2nd,  and  8rd  hands),  Jgll  per  annum  for  took 

and  clothes. 
Gasmen,  charge  wheelers,  £4  per  annum. 
Teemers,  pitmen,  iSll  per  annum. 

In  the  Doncaster  colliery  district  the  following  flat-rate  allow- 
ances were  secured : — 
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Per  annum. 
&  8.  d. 
Proportion   of   Contribution   to   the   Yorkshire    Minere' 

Aeeooiation,  for  tupermnnuation  benefit        0    2    6 

Permanent  Fund  (death  benefite) 0    8    8 

Toole,  per  man  2  10    0 

Back   bonue  10    0 

(Bonus  granted  retroepeotiTely  and  covering  period 

J»reTioua  to  liability  for  tax.) 
gh        14    0 

Pit  leTiee,  tips,  sharpening  picks 8  15    0 

(The  tips  are  those  by  custom  paid  to  helpers,  s.y.,  in 
getting  quick  removal  of  coal  from  coal  face.  In 
the  Doneaster  district  the  ** Butty'*  system  is 
in  vogue,  the  stallmen  paying  day  men  and  the 
employer  contracting  with  tne  stallmen.) 

In  other  districts  the  following  are  allowed  :— 

United  Pattern  Makers. — 10s.  a  quarter  for  depreciation  and  upkeep  of 

tools. 
Amalgamated   Society  of  Carpenters  and  Joiners. — JS4  per  annum  for 

aprons  and  toob. 
United  Kingdom  Society  of  Coachmakers. — £4  per  annum  for  tools. 
Merthyr  Veto  Steam  Coal  District  of  S.  Wales : 

Collier,  Ml  a  quarter  for  checkweigh. 
w      ^1  .f  ft   tools. 

Powder  (explosive)  as  per  docket  (receipt  or  other  certified  note). 

Timbermen,  repairers,  £1  a  quarter  for  tools,  and  explosives  as  per 
docket. 

Afan  VaUev : 

Explosives  and  checkweigher,  the  actual  amounU  paid. 

Tools. — Colliers,  repairers,  and  carpenters,  Ml  a  quarter;  masons  and 

fitters,  10s.  a  quarter. 
Working  in  water. — Hauliers  and /or  riders,  i%  a  quarter. 
Clothes,  boots,  etc. — ^Miners'(and  others  employed  about  the  colliery), 

Ml  a  quarter.    Where  naked  lights  are  used,  15s.  a  quarter. 

These  flat-rate  allowances  have  proved  the  most  satisfactory 
to  all  concerned.  They  are,  however,  exceptional,  the  procedore 
usually  being  for  men  to  produce  worn-out  or  spoiled  clothes  to 
the  Surveyor  and  to  agree  upon  the  cost  of  replacement.  This 
method  cannoi  but  be  the  cause  of  great  dissatisfaction  and  un- 
equal treatment.    It  is  also  cumbersome  and  wasteful  of  time. 

To  illustrate  some  of  the  difficulties  underlying  the  attempt 
to  deal  with  each  case  on  its  merits,  the  following  are  some 
allowances  which  have  been  claimed  and  allowed  in  some  districts, 
but  not  in  others  :  Fopd  of  locomotive  drivers  and  stokers,  which, 
in  rough  weather  and  from  accidental  causes,  gets  spoiled  on  the 
engine;  insurance  of  tools  against  loss  by  theft  or  fire;  various 
fines  against  miners  {e.g.,  for  filling  dirt  among  clean  coal,  lost 
tokens,  for  filling  trams  under  weight,  etc.) ;  the  cost  of  anti- 
septic pastilles  used  by  some  chemical  workers;  tips  paid  to 
helpers  for  speeding  up  deliveries,  etc. ;  the  allowance  to  railway- 

p  2 
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men  as  booking-off  bonus  for  a  double  trip ;  expenditure  on  travel- 
ling to  work  at  exceptional  times  of  emergency. 

Under  Section  64  of  the  Income  Tax  Act  of  1853  relief  in 
respect  of  the  payment  of  annual  premiums  for  insurance  on  the 
lives  of  a  taxpayer  and/or  his  wife  was  granted.  It  was  pro- 
vided that  such  premiums  should  not  exceed  one-sixth  of  the  tax- 
payer's income.  By  Section  17  of  .the  Finance  Act  of  1915  a 
further  proviso  was  made — i.e.,  "In  respect  of  any  premium  or 
other  payment  payable  on  a  policy  for  securing  a  capital  sum 
on  death  (whether  in  conjunction  with  any  other  benefit  or  not)  " 
a  person  shall  not  be  entitled  to  deduct  from  income  "more  than 
7  per  cent,  of  the  actual  capital  sum  assured,"  exclusive  of  any 
additional  benefit  by  way  of  bonus  or  otherwise.  (Section  87  of 
the  Finance  Act  of  1916  gives  relief  in  respect  of  war  insurance 
premiums  and,  in  respect  of  these  insurance  premiums,  excludes 
the  provisions  with  regard  to  the  maximum  of  one-sixth  of  the 
annual  income,  and  the  one-seventh  ratio  between  premium  paid 
and  capital  sum  assured.  It  also  provides  for  the  relief  "whether 
the  premiums  are  payable  annually  or  not."  The  risks  covered 
by  the  "war  insurance"  premium  are  those  arising  from  war  or 
war  service  abroad  for  which  an  additional  amount  is  payable 
on  an  existing  policy.)  The  maximum  7  per  cent,  ratio  excludes 
quite  80  per  cent,  of  the  premiums  paid  by  wage-earners.  The 
insurances  usually  effected  are  those  on  which  a  weekly  or 
monthly  sum  is  payable  to  secure  £10,  dG20,  or  £25  at  death,  or 
on  reaching  a  certain  age.  The  premiums  payable  usually  exceed 
7  per  cent,  of  the  capital  sum  secured.  The  wage-earner  there- 
fore finds  himself  at  a  disadvantage  compared  with  other  tax- 
payers who  pay  annual  premiums  which  bear  a  lower  ratio  to 
the  amount  payable  at  death.  This  is  a  penalty  he  has  to  bear 
through  conditions  over  which  he  has  no  control.  In  fact,  his 
effort  to  provide  for  a  small  nest-egg,  or  the  fimeral  expenses  of 
himself  or  his  wife,  is  for  taxation  purposes  definitely  excluded 
from  consideration,  except  where  the  premium  has  been  increased 
on  account  of  the  extra  war  risk,  and  then  only  for  so  much  of 
the  additional  sum  payable.  This  is  undoubtedly  an  instance  of 
unequal  class  distinction,  and  should  receive  early  attention  by 
the  Parliamentary  representatives  of  labour.  The  payments  which 
the  wage-earner  makes  to  a  Trade  Union  or  Friendly  Society 
have  been  considered,  and  so  much  of  the  contributions  as  is 
allocated  to  de%(h  or  superannuation  benefits  is  allowed  as  a 
deduction  from  taxable  income.  No  restrictions  in  respect  of 
proportions  of  income  to  premium,  or  premium  to  benefit,  are 
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made.  It  can  only  be  assmned  that  the  wage-earning  t{ixpayer 
was  forgotten  when  the  question  of  insurance  relief  was  discussed 
in  the  1916  Budget  resolutions. 

Apart  from  the  action  of  a  few  Trade  Unions,  it  is  in  regard 
to  the  allowances  for  tools,  clothes,  travelling,  etc.,  and  relief  in 
respect  of  insurance  premiums  where  the  wage-earners  consider, 
witii  some  justification,  that  they  are  receiving  arbitrary  and 
unequal  treatment. 

The  Miners'  Federation  of  Great  Britain,  noticeably  active 
and  always  in  the  van  of  progressive  Trade  Unionism,  has  con- 
sistently pressed  for  reform  in  this  matter  of  taxation.  At  the 
conference  held  in  1916  the  question  of  income  tax  was  discussed 
at  some  length  and  the  following  resolution  [Hoposed  :  *'That 
we  press  for  the  repeal  of  the  enactment  for  the  taxation  of  wages, 
and  until  that  is  accomplished  the  £160  basis  of  liability  should 
be  restored,  and  a  considerable  extension  of  the  allowance  for 
children  to  other  dependants.  .  .  .**  In  the  course  of  the  dis- 
cussion the  main  opposition  arose  out  of  the  desire  of  the  con- 
ference not  to  tie  itself  down  to  the  J9160  limit.  The  matter 
was  remitted  to  the  Executive  Committee  "as  being  too  large  a 
question  on  which  to  formulate  a  policy."  The  importance  of 
the  resolution  is  shown  in  the  discussion  and  its  sequel.  The 
arguments  brought  forward  included  the  injustice  of  taxation  which 
is  passed  over  from  the  capitalist  to  the  worker ;  the  anomaly  of 
the  children  allowance,  which  did  not  (at  that  date)  include  an 
adopted  child ;  and  the  inequality  of  sacrifice  (instanced  by  the 
margin  of  income  over  expenditure,  the  increased  cost  of  living, 
the  need  for  the  conscription  of  wealth,  and  extension  of  Excess 
Profits  Duty  so  as  to  cover  all  excess  profits).  One  resolution 
included  the  following  words :  "If  the  Government  do  not  with- 
draw it"  (the  income  tax  on  the  working  classes)  "the  Federa- 
tion to  consider  the  advisability  of  taking  industrial  action  to  force 
the  same."  The  sequel  has  proved  that  weight  is  attached  by  the 
Government  to  the  action  of  the  Federation.  In  the  Budget 
following  this  conference  the  adopted  children  allowance  was 
agreed  to.  At  the  meeting  with  the  Chancellor  of  the  Exchequer, 
already  mentioned,  the  allowance  to  dependants  other  than 
children  is  foreshadowed.  Still,  the  agitation  goes  on.  Individual 
members  of  the  Federation  refuse  to  work  when  they  believe  they 
are  getting  near  the  income  limit  which  would  make  them  liable 
for  tax ;  and  this  resistance  occurs  in  sinte  of  the  fines  they  incur 
for  absence  from  work.  At  the  Trade  Union  Congress  at  Black- 
pool resolutions  to  the  same  effect  were  brought  forward  by  the 
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Miners'  Federation  and  carried  by  the  Congress.  It  may  be 
noticed  (in  the  Press  extract  quoted  earlier)  that  the  main  argu- 
ment put  forward  at.  the  conference  with  Mr.  Bonar  Law  was 
that  "the  purchasing  value  of  the  sovereign  had  been  reduced 
to  lis.  4d."  Later  reports  state  that  at  a  delegate  conference 
of  the  South  Wales  miners  held  at  Car^  to  consider  the  Chan- 
cellor of  the  Exchequer's  concession  on  income  tax  a  resolution 
was  passed  in  favour  of  the  total  abolition  of  taxes  on  wages. 
This  may  be  taken  as  an  index  of  the  attitude  of  the  Federation 
generally  on  the  proposed  concession. 

It  will  be  seen  that  the  question  of  reform  resolves  itself  into 
two  sections,  first,  the  proposal  on  the  part  of  the  Miners'  Federa- 
tion that  the  present  limit  be  raised  to  J6160,  which,  it  argues, 
is  the  subsistence  limit  under  present  conditions;  and,  second, 
the  line  of  Government  action  which  refuses  to  raise  the  limit, 
but  grants  concessions  so  that  individual  taxpayers  will  escape 
payment  of  the  tax  according  to  those  circumstances  which  the 
Government  considers  worthy  of  recognition  in  this  connection. 

Both  propositions  may  be  supported  by  all  the  recognised 
canons  of  taxation,  but  the  instance  given  by  the  miners  would 
suggest  that  their  case  is  based  on  "taxation  in  proportion  to 
revenue  or  ability  to  pay."  The  question  of  "ability  to  pay  "  and 
the  subsistence  limit  cannot  be  discussed  effectively  without 
considering  circumstances  outside  the  scope  of  this  article.  For 
instance,  the  present  index  number  (September,  1917)  of  the 
Economist  is  257.1,  showing  a  pre-war  purchasing  value  (for  food 
and  clothes)  of  less  than  8s.,  as  compared  with  the  present  pur- 
chasing value  of  £1. 

The  intention  of  the  Government  has  evidently  been  to  make 
concessions  by  enlarging  the  scope  of  the  deductions  from  taxable 
income,  and  thus  to  arrive,  by  stages,  at  a  patched-up  system  of 
taxing  the  working  classes,  owing  to  the  exceptional  demands  of 
war  expenditure.  This  work  of  patching  up  an  emergency 
Finance  Act  will,  in  the  opinion  of  the  writers,  be  more  likely 
to  allay  the  causes  of  unrest  in  this  matter  if  the  following  reforms 
are  effected  : — 

1.  The  Establishment  of  generous  Flat-rOte  Allowances  for 
Clothes,  Tools,  etc, — ^The  present  system  is  arbitrary  and  unequal 
in  its  results.  Each  district  (for  income-tax  purposes)  could  arrange 
flat  rates  with  local  branches  of  Trade  Unions  representing  the 
various  industries  in  that  district.  Failing  Trade  Union  or  other 
organised  representation  of  the  workers,  each  industrial  concern 
could  appoint  a  representative  according  to  the  trade,  or  section 


Digitized  by 


Google 


1918]  INCOME  TAX   ON  WAOBS  BY   QUABTSBLY  AS8B88MXNT        39 

of  a  trade,  olaimiiig  the  allowance.  A  minimum  representation 
of,  say,  ten  workers  might  with  advantage  be  arranged.  The  flat 
rate  could  then  be  determined  by  deputation  to  the  SurveycH:  of 
Taxes,  or,  failing  an  agreement  being  reached,  by  the  IMstrict 
Conmiissioners.  The  rates  agreed  upon  should  be  in  force  for  a 
period  not  exceeding  twelve  months  from  the  date  of  their  adop- 
tion, or  subject  to  revision  at  three  months'  notice  by  either  side. 

2.  The  Co-option  by  the  District  Cofnmi9eionefs  of  Persons 
toho  understand  the  Trades  of  a  Particular  District. — The  Finance 
Act  (No.  2)  of  1916,  Section  28,  Sub-section  B,  provides  for  this 
representation,  if  the  powers  given  are  exercised  so  as  to  co-opt 
those  persons  who  could  give  skilled  ^vice  on  the  requirements  of 
particular  trades  in  respect  of  clothes,  tools,  etc.  The  machinery 
is  abready  provided  by  the  Act.  It  is  desirable  in  {practice  that 
every  facility  should  be  given  for  fixing  flat-rate  allowances  on  a 
just  basis,  and  this  can  b^  better  ensured  if  one  or  more  of  the 
Commissioners  know  the  trade  conditions  from  experience. 

8.  The  Removal,  for  the  Purp&ses  of  the  W age-earner^ s  Tax, 
of  the  7  per  cent.  Ratio  in  respect  of  Insurance  Premiums. — The 
raising  of  the  percentage  only  would  involve  complications  which 
might  still  exclude  from  the  relief  those  wage-earners  who  had 
insured  at  an  advanced  age.  The  restriction  to  "annual 
premiums*'  should  also  be  removed  for  purposes  of  this  tax. 

4.  The  Simplification  of  the  Work  of  Assessment  by  making 
Annual  Assessments  instead  of  Quarterly. — The  quarterly  assess- 
ments provide  employers  and  tax  officials  with  a  great  deal  of 
work  which  might  be  avoided.  At  the  present  time  the  employer 
is  bound  to  submit  four  times  within  one  year  the  names  and 
addresses  of  all  employees  earning  £S2  10s.  and  over  per  quarter. 
The  work  of  sending  out  notices  of  assessment,  returns  by  em- 
ployers, appeals,  notices  for  payment,  etc.,  is  quadrupled.  The 
choice  of  weekly  payments  or  quarterly  payments  is  already  given. 
This  choice  might  with  advantage  be  extended  \o  monthly  or 
annual  payments.  Many  rating  authorities  adopt  the  method  of 
annual  assessments  and  periodical  payments  without  losing  by 
the  system.  The  wage-eamei*  is  troubled  with  income-tax  forms 
four  times  a  year,  where  other  taxpayers  in  the  ordinary  course 
deal  with  them  once  a  year.  No  imagination  is  required  to  realise 
the  effect  of  having  to  consider  the  complications  of  income-tax 
assessment  four  times  a  year.  This  method  of  quarterly  assess- 
ment is  further  complicated  by  the  fact  that  in  tiie  case  of  "un- 
earned income  "  the  wage-earner  receives  his  notice  of  assessment 
annuaUy.   One  instance  may  be  quoted  here.    A  taxpayer  received 
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twenty-five  communications  from  the  tax  authorities  within  one 
year.  This  is  an  average  of  about  one  each  fortnight.  He  paid 
over  to  the  nation's  revenue  the  sum  of  ITs.  5d.  He  had  two 
interviews  with  the  Assistant  Surveyor  of  Taxes  and  wrote  five 
letters.  Another  instance  might  be  quoted  of  the  complications 
of  the  quarterly  assessments.  A  taxpayer  who  is  exempt  in  one 
quarter  can  carry  over  any  difference  to  the  next  quarter,  so  that 
finally  he  will  not  pay  more  than  his  legal  liability  for  the  year. 
A  yearly  assessment  would  be  able  to  include  income  from  all 
sources.  The  present  system  must  result  in  loss  to  the  revenue 
in  many  cases,  and  wasted  effort  on  the  part  of  Government 
servants  in  most  cases. 

6.  The  Extension  of  the  Allowance  for  Children  so  as  to 
include  other  Dependants. — The  Chancellor  of  the  Exchequer  has 
promised  to  grant  an  allowance  from  income  of  J625  for  a  wife 
of  a  taxpayer.  This  leaves  the  bachelor  who  is  supporting  his 
mother  or  other  relations  without  that  relief.  Great  Britain,  one 
among  a  minority  of  European  nations,  does  not  recognise  in 
taxation  matters  the  expenditure  of  a  taxpayer  towards  the  sup- 
port of  indigent  relations.  Austria,  Saxony,  Bavaria,  Wurtem- 
berg,  Norway,  all  include  within  the  deduAions  from  taxable 
income  an  allowance  for  indigent  relations.  This  expense  is  one 
of  the  outstanding  features  of  the  wage-earner's  budget,  ffis 
home  has  ties  and  affections  deeper  than  those  of  any  other  class 
in  the  matter  of  support  to  relations.  His  financial  resources  in 
innumerable  cases  bear  the  cost  of  maintaining  at  least  one  rela* 
tion,  whether  the  wage-earner  is  married  or  single.  The  position 
of  the  wage-earner  in  this  respect  has  caused  some  bitter  criticism 
of  the  tax. 

The  National  Union  of  Women's  Suffrage  Societies  advocates 
personal  assessment  on  a  wife's  income.  At  present  this  income 
is  included  with  the  husband's  (except  where  the  wife  is  separately 
employed)  with  the  result  that  a  bachelor  and  spinster  pay  a  total 
tax  of  about  one-third  the  amount  they  would  have  to  pay  if 
married. 

6.  The  Apportionment  of  the  Children  Allowance,  according 
to  Date  of  Birth, — At  present  no  allowance  is  made  for  the  year 
of  assessment  for  a  child  bom  within  that  year.  This  means  that 
a  taxpayer  cannot  claim  the  allowance  for,  say,  1917-18  if  the 
child  is  bom  on  April  7th,  1917,  but  if  the  child  is  bom  <a 
April  4th,  1917,  the  allowance  can  be  secured.  It  would  be  more 
equitable  if  the  allowance  were  apportioned  according  to  the 
month  in  which  the  child  is  bom;  thps  an  allowance  of  ten- 
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twelfths  of  £26  could  ba  made  for  a  child  born  in  May.  This 
more  equitable  apportionment  should  not  be  difficult  to  arrange, 
as  the  date  of  payment  of  tax  is  late  in  each  income-tax  year. 

7.  The  Exclusion  from  Taxable  Income  of  Bonuses  and  other 
Extra  Payment  for  Increased  Output, — The  inclusion  of  these 
items  may,  if  the  present  unrest  is  continued,  cause  serious  loss 
of  production.  Numerous  instances  of  passive  resistance  have 
occurred  where  workmen  do  not  work  extra  shifts,  or  do  not 
increase  output,  because  they  know  that  it  would  bring  them 
over  the  income  limit  for  taxation  purposes.  The  basis  for  wages 
assessment  should  be  the  standard  wage. 

8.  A  sufficiently  wide  Margin  before  Earned  Income  makes 
the  Wage-earner  Liable  also  on  Unearned  Income. — The  unearned 
income  of  the  wage-earning  taxpayer  is  usually  the  result  of 
thrift,  and  represents  the  savings  of  himself  or  his  wife.  The 
fact  that  his  earned  income  brings  him  in  touch  with  the  tax 
authorities  makes  him  disclose  this  unearned  income.  The  taxa- 
tion of  this  unearned  income  is  resented,  and  a  suitable  limit  of, 
say,  £26  per  annum  unearned  income  should  be  fixed,  so  that 
the  wage-earner  would  not  be  taxed  on  this  part  of  his  income 
unless  it  exceeded  that  figure. 

The  carrying  out  of  the  foregoing  suggestions  would  remove 
some  of  the  anomalies  of  the  present  position  and  make  the  tax 
more  equal  in  its  incidence.  The  wage-earning  taxpayer  is 
bearing  a  heavy  burden  in  the  amount  of  indirect  and  direct 
taxation  paid.  The  administration  of  the  income  tax  on  wages 
requires  care  to  see  that  it  is  carried  out  in  direct  relation  to  the 
conditions  of  the  taxpayers  concerned.  The  easing  of  the  burden 
where  it  falls  too  hardly  would  mitigate  some  of  the  injustices 
of  the  present  system. 

The  cost  of  collection,  in  its  relation  to  the  amount  collected, 
is  evidently  satisfactory  to  the  Government,  although  no  figures 
are  available.  A  considerable  amount  of  income,  apart  from 
wages  income,  has  been  brought  under  the  incidence  of  the  tax, 
and  the  increases  in  wages  have  greatly  increased  its  scope  and 
the  amount  produced. 

Whatever  the  social  or  political  consequences  of  the  new 
application  of  income  tax  may  be,  it  is  quite  certain  that  several 
economic  and  politico-economic  consequences  merit  serious  con- 
sideration. Some  of  these  have  substantiated  economic  theories 
previously  established,  others  have  necessitated  considerable 
revision  of  former  theories.  Although  direct  taxation  is  more 
equitable  and  democratic  than  indirect,  it  is  more  productive  ot 
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irritation  and  unwillingness  to  pay  on  the  part  of  the  taxpayer 
than  is  indirect  taxation.  The  latter  is  much  heavier  in  amount, 
relatively,  but  is  concealed  in  burden  by  inclusion  in  the  prices 
of  taxed  commodities.  The  payment  of  a  few  shillings  directly 
for  income  tax  is  nursed  as  a  personal  grievance,  especially  as 
an  addition  to  indirect  taxes,  and  as  a  peremptory  demand  for 
cash  out  of  wages,  followed  oftentimes  by  a  tax  on  unearned 
income  from  savings  invested. 

The  relation  of  direct  to  indirect  taxation  must  be  reviewed 
in  the  light  of  experience  of  the  assessment  upon  wage-earners. 
The  direct  taxation  on  wages  is  resented  the  more  as  it  is  a 
supplement  to  the  tax  on  commodities. 

The  assessment  of  income  tax  up  to  the  present  has  been 
levied  by  almost  purely  administrative  method.  The  assessment 
of  income  tax  on  wages  has  introduced  a  more  democratic 
element,  for  in  some  coalfields  committees  h^ve  been  appointed 
to  represent  the  men  and  to  determine  questions  of  allowances, 
etc.  Sub-collectors  to  assist  in  collection  have  been  appointed 
by  ballot,  and  in  practice  have  advised  as  regards  assessment  as 
well  as  collection.  It  is  impossible  to  assess  income  tax  on  the 
wage-earner  smoothly  without  basing  it  upon  some  representa- 
tive system. 

It  is  as  regards  these  latter  features  that  the  tax  on  wages 
needs  consideration.  It  is  open  to  argument  whether  the  net  gain 
to  the  State  is  worth  while,  for  allowance  must  be  made  for  the 
heavy  expenses  of  the  new  machinery  for  assessment  and  collec- 
tion, the  loss  of  production,  incentive  to  savings  and  irritation 
queering  the  pitch  for  future  development  of  the  more  democratic 
forms  of  direct  taxation. 

a.  B.  Cabtbb 

H.  W.  HOUOHTON 
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CURRENCY  AND  GOLD  NOW  AND  AFTER  THE  WAR. 

In  all  the  principal  countries  of  the  world  there  has  been  a  big 
rise  duftng  the  war  in  the  currency  price  of  goods ;  in  other  words, 
there  has  been  a  world-wide  general  depreciation  of  the  currency 
units. 

Another  feature  of  the  war  period  has  been  the  almost  universal 
suspension  of  the  convertibility  of  paper  currencies  into  gold.  In 
some  countries,  as,  for  example,  in  Germany,  conversion  has  been 
suspended  by  law ;  in  England  it  has  not  been  suspended  by  law 
but  only  by  consent.  We,  therefore,  naturally  ad^  whether,  in 
those  countries  where  suspension  has  taken  place,  there  is  any 
specific  depreciation  of  the  currencies  in  terms  of  gold.  In  Russia, 
in  Italy,  and  elsewhere  specific  depreciation  has  been  definitely 
admitted  by  the  Government,  and  a  premium  on  gold  has  been 
fixed  and  authorised.  In  England  specific  depreciation  is  not 
admitted,  but,  nevertheless,  it  may  exist,  and  it  is  necessary  to 
examine  our  position  closely. 

Treasury  Notes  are,  practically  speaking,  inconvertible.  It  is 
true  that  in  certain  circumstances  you  can  convert  the  Notes  into 
gold  coin  at  the  Bank  of  England  at  par,  but  you  cannot  melt  the 
coin  you  obtain,  or  export  it,  or  sell  it  within  the  country  for  more 
than  its  par  value  in  Notes,  and  those  people,  in  particular 
jewellers,  who  do  want  gold  for  other  than  hoarding  and  currency 
purposes,  are  paying,  I  am  told,  as  much  as  £6  an  ounce,  a  pre- 
mium of  over  50  per  cent.,  for  such  gold  as  they  can  legally  pur- 
chase for  use  in  the  arts  and  industry.  But  the  existence  of  the 
(premium  on  this  gold  does  not  prove  specific  depreciation  of  the 
currency,  any  more  than  the  absence  of  a  premium  on  British 
gold  coin  disproves  it.    There  is  no  real  market  in  gold. 

Can  we  draw  any  conclusions  from  the  state  of  the  Foreign 
Exchanges? 

Some  of  the  exchanges  are  very  much  below  the  low  gold  point, 
but  it  may  be  argued  that  England,  the  debtor  country,  could 
easily  bring  back  the  exchanges  to  parity  by  exporting  goods, 
gold,  securities,  or  promises  to  pay,  if  political  and  military  reasons 
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did  not  prevent  her  from  sending  them,  or  the  creditor  countries 
from  accepting  them.  We  maintained  the  American  exchange 
for  many  months  at  the  low  gold  point,  even  when  America  was 
only  a  neutral,  and  it  is  not  unreasonable  to  suggest  that  what  we 
were  able  to  do  in  the  case  of  the  American  exchange  we  are  fully 
capable  of  doing  in  the  case  of  the  less  important  exchanges.  I 
certainly  think  that  in  the  present  circumstances  the  discount  on 
some  of  the  foreign  exchanges  is  no  conclusive  evidence  of  specific 
depreciation  of  our  currency,  and  in  this  connection  I  may  perhaps 
remark  that  Dr.  Cassel's  the(»7  that  *'the  movements  of  the 
exchanges  are  simply  determined  in  the  main  by  the  quotient 
between  the  inflation  of  the  different  countries"  appears  to  me 
to  be  quite  untenable  under  the  present  war  conditions. 

But  let  us  test  this  defence  of  our  depreciated  exchanges. 
Supposing  that  the  exchanges  on  every  neutral  and  allied  country 
were  in  at  least  as  favourable  a  condition  as  the  American  ex- 
change, could  we  advance  our  exchange  position  as  conclusive 
proof  of  the  absence  of  specific  depreciation?  If  the  currency  of 
a  country  is  changing  hands  at  par  with  gold  both  internally  and 
externally,  and  if  it  is  nowhere  changing  hands  at  a  discount, 
depreciation  has  certainly  not  been  made  evident  in  actual  trans- 
actions, but  the  absence  of  actual  specific  depreciation  does  not 
prove  the  absence  of  potential  specific  depreciation.  Insolvency 
can  exist  without  bankruptcy,  and  bankruptcy  will  not  arise  unless 
creditors  press  their  claims.  In  the  same  way  we  may  say  with 
confidence  that  the  foreign  exchanges  cannot  be  a  test  of  the^ 
true  condition  of  our  currency,  unless  the  external  drain  is 
working  freely.    Is  the  external  drain  working? 

With  enemy  countries  we  have  no  dealings,  and  the  most 
important  neutral  exchanges  are  heavily  against  us.  In  the  first 
case  the  external  drain  has  not  operated,  and  in  the  other  we  have 
failed  to  meet  it.  Of  our  Allies,  some  have  had  an  unfavourable 
balance  of  trade  and  payments  with  us,  while  those  countries 
which  have  had  a  favourable  balance  have  not  pressed  their  claims 
as  they  might,  and  probably  would  have  done  in  normal  times — 
I  am  thinking  particularly  of  the  United  States. 

I  suggest,  therefore,  that  under  present  conditions  the  ex- 
changes tell  us  practically  nothing  about  the  value  of  gur  cur- 
rency in  terms  of  gold.  If  we  seek  an  answer  to  the  question 
we  can  only  make  an  a  priori  guess,  and  for  my  own  part  I  should 
guess  that  specific  depreciation  would  be  revealed  immediately, 
if  the  normal  tests  were  applied.  We  cannot  disguise  the  fact 
that  it  is  {primarily  at  our  request  that  our  creditors  are  holding 
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off,  and  that  it  would  be  awkward  for  ub  if  their  claims  were 
pressed.  Their  forbearance  may  be,  and,  in  fact,  almost  certainly 
is,  due  to  other  reasons  than  their  confidence  in  our  solvency. 
We  are  piling  up  a  huge  adverse  trade  balance,  we  are  borrowing 
heavily  abroad,  and  while  we  are,  it  is  true,  lending  abroad  also,  we 
are  lending  to  countries  which  are  not  in  a  position  to  repay  us  im- 
mediately if  we  were  to  call  in  our  loans.  Yet,  in  the  face  of  all 
this,  we  are  persistently  inflating  our  currency.  Surely  these  are 
not  conditions  which  in  normal  times  would  inspire  an  observer 
with  confidence  in  our  ability  to  withstand  the  internal  and  ex- 
ternal drains,  and  maintain  the  convertibility  of  our  currency 
into  gold  at  par? 

We  have  seen  that  during  the  war  the  internal  and  external 
drains  have  not  been  in  operation.  Will  they  come  into  operation 
again  at  the  peace,  and,  if  so,  what  will  the  result  be? 

The  internal  drain  on  gold  does  not  appear  to  be  a  danger 
for  this  or  any  other  country.  In  fact,  it  is  hard  to  conceive 
that  it  will  be  allowed  to  be  so.  I  do  not  anticipate  that  a  gold 
currency  will  be  used  again  internally,  even  in  England,  for  many 
years  to  come,  and  it  is  quite  likely  that  the  wc^ld  will  never 
return  to  it.  Paper  currencies  here  and  elsewhere  will  j^obably 
be  practically,  if  not  absolutely,  inconvertible  into  gold  tar  internal 
purposes,  and  gold  will  probably  be  reserved  for  international  usee. 
Some  Uma  of  gold  exchange  standard  was  in  ahnost  universal  use 
even  before  the  war.  Will  not  England  after  the  war  have  to 
adopt  this  system? 

The  external  drain  is  quite  another  matter.  I  admit  that  con- 
ditions  are  likely  to  remain  abnormal  and  artificial  for  some  con- 
siderable time  after  peace.  The  nations  of  the  world  may  be 
rationed  independently  of  their  purchasing  power,  and,  amongst 
the  Allies  at  any  rate,  creditors  are  hardly  likely  to  press  their 
claims.  Nevertheless,  if  gold  retains  its  present  position  as  the 
standard  of  value  here  and  elsewhere,  and  if  we  endeavour  to 
nukintain  the  parity  of  our  paper  with  gold,  London  will,  sooner 
or  later,  have  to  face  the  external  drain  upon  gold. 

There  is  so  much  talk  in  these  days  about  the  demonetisation 
or  ''dethronement"  of  gold  that  any  discussion  of  the  external 
drain  in  terms  of  the  gold  standard  may  seem  futile,  but  I  do 
not  think  that  it  is  so.  International  trade  without  a  material 
standard  ol  value  is  surely  an  impossibility?  We  know  what 
chaos  results  even  within  a  single  State  under  a  rigime  of  in- 
convertible paper,  and  the  world  is  not  yet  a  single  State  with 
one  sujureme  authority  in  currency  matters.    Oold  may  be  a  bad 
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standard,  and  1  quite  recogjoise  the  fact  that  it  may  before  long 
be  replaced  by  a  better,  but  so  long  as  it  is  replaced  by  some 
material  thing  or  combination  of  material  things,  the  fundamental 
problems  of  the  foreign  exchanges  and  the  external  drain  will 
remain  unaltered.  International  trade  and  credit  operations  will 
continue,  whatever  the  material  standard  may  be,  and  adverse 
balances  of  trade  and  payments  will  lead  to  an  external  drain 
upcm  that  standard,  or  upon  promises  to  pay  it. 

But  there  is  another  possibility  with  regard  to  gold  after  the 
peace,  a  possibility  which  differs  from  that  of  its  complete  rejec- 
tion as  a  standard. 

Sweden  has  abandoned  the  free  coinage  of  gold  during  the 
war,  and  several  authorities  are  suggesting  that  it  will  be  neces- 
sary for  the  gold  standard  countries  to  adopt  the  same  policy  after 
the  war  if  they  wish  to  avoid  receiving  what  Professor  Wicksell 
calls  *'a  mass  of  useless  gold  "  in  exchange  for  their  commodities. 
Let  us  endeavour  to  test  this  proposition  by  taking  as  an  illustra- 
tion the  case  of  Germany  and  the  United  States.  We  will  suppose 
that  Germany  has  been  defeated,  or,  at  any  rate,  that  she  has 
secured  no  indenmity,  and  that  she  is  in  dire  need  of  foodstiiffs 
and  other  things  which  the  United  States  can  supply.  We  will 
also  suppose  that  Germany  has  not  sufficient  commodities  to  offer 
in  payment  to  satisfy  the  United  States,  but  that  she  has  reserves 
of  gold.  What  are  the  United  States  to  do?  It  is  no  good  their 
trying  to  get  from  Germany  the  commodities  which  cannot  be 
supplied,  and  as  they  will  be  in  the  position  of  upper  dog  it  \b 
certain  that  they  will  not  give  more  of  their  commodities  than 
they  need  for  what  Germany  has  to  offer.  On  terms  it  must 
surely  pay  the  United  States  to  take  either  Germany's  gold,  or 
her  promises  to  pay  gold,  or  her  promises  to  pay  commodities. 
But  the  barter  of  future  for  present  commodities  would  be  ex- 
tremely difficult  to  arrange,  and  I  do  not  see  why  the  United 
States  should  trouble  about  it.  Why  should  they  refuse  Ger- 
many's gold  or  promises  to  pay  it?  If  I  understand  Professor 
Wicksell  rightly,  he  would  say  that  the  United  States  should 
refuse  gold  because  it  will  be  depreciated  in  terms  of  commodities, 
and  likely  to  dei»:eciate  further.  That  gold  will  be  depreciated 
in  terms  of  commodities  when  peace  comes  as  compared  with  its 
I^e-war  price  cannot,  of  course,  be  admitted  without  qualifica- 
tions. It  may  be  that  gold  will  not  be  depreciated,  that  only  the 
promises  to  pay  it  will  be  depreciated,  all  openly  depreciated  in 
terms  of  commodities,  some  openly  in  terms  of  gold,  and  others 
potentially,  though  not  openly,  in  terms  of  gold.    This  is  a  possi- 
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bility,  but  it  is  not  probable,  and  it  is  quite  fair  to  assume  that 
gold,  as  well  as  the  promises  to  pay  it,  will  be  depreciated  when 
the  war  ends.  The  fact  of  this  depreciation,  however,  will  not 
be  any  reason  for  refusing  to  take  the  gold  or  the  promises  in 
exchange  for  commodities.  It  is  the  subsequent  course  of  the 
price  of  gold  which  will  determine  whether  a  purchase  of 
it  at  the  peace  will  be  a  good  or  bad  bargain,  and  I  cannot  see 
that  there  are  any  obvious  reasons  for  anticipating  a  further  fall 
in  the  price  of  gold  during  the  post-war  period.  If  the  United 
States,  England,  Japan,  and  the  other  prominent  gold-using 
countries  make  up  their  minds  to  retain  gold  as  the  standard,  is 
it  not  more  likely  that  gold  will  slowly  appreciate  rather  than 
depreciate?  And  is  not  this  appreciation  likely  to  take  place, 
even  if  the  Central  Powers  unload  their  gold  upon  us,  and  then 
adopt  some  entirely  new  standard  of  value?  Is  it  not  in  the  power 
of  the  Allies  to  maintain  the  use  of  gold  by  a  convention,  if  they 
wish  to  do  so,  and  by  maintaining  the  use  of  it  to  secure  a  power- 
ful protection  against  its  further  depreciation?  Again,  would  not 
the  United  States  and  other  countries  with  an  exportable  surplus 
of  foodstuffs  and  raw  material  throw  away  much  of  the  advantage 
of  their  position  if  they  were  to  refuse  to  sell  that  surplus  to 
Europe?  The  demand  of  Europe  will  be  a  demand  which  it  will 
seek  to  satisfy  almost  regardless  of  price,  and  in  the  circumstances 
the  relative  value  of  the  exportable  surplus  of  the  United  States 
and  other  countries  will  probably  be  so  high  that  it  will  almost 
certainly  pay  them  better  to  sell  and  take  payment  in  gold,  even 
if  gold  is  going  to  depreciate  further,  than  to  restrict  the  volume 
of  t^eir  sales  abroad. 

|t  appears  to  me,  then,  that  there  is  no  reason  whatever  why 
the  United  States  and  the  other  gold  standard  countries  should 
stop  the  free  coinage  of  gold  at  the  peace,  and  in  discussing  the 
external  drain  we  may  assume  that  the  use  of  gold  as  the  standard 
of  value  will  be  maintained. 

The  external  drain  must  be  regarded  from  two  points  of  view. 
In  the  first  place  we  must  consider  the  position  of  the  whole 
world  as  a  single  unit,  and  in  the  second  place  we  must  consider 
the  position  of  each  country  as  a  single  unit  affected  by  relations 
with  other  countries. 

If  we  take  the  world  as  a  whole  we  have  to  ask  ourselves 
whether  the  existing  supplies  of  gold  are  sufficient  to  perform 
the  function  of  a  foundation  for  international  trade  and  financial 
operations,  with  currency  prices  at  their  new  level.  If  Bussia, 
Italy,  Germany,  and  others  were  going  to  attempt  to  restore  and 
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maintain  the  parity  of  their  present  paper  currencies  with  gold 
soon  after  the  peace,  we  might  reasonably  have  serious  doubts 
about  the  sufficiency  of  gold,  but  it  is  almost  certain  that  these 
countries  are  not  going  to  make  the  attempt,  and  if  the  rest  of 
the  world  economises  in  gold  by  not  using  it  internally  and  by 
reducing  its  use  as  far  as  possible  internationally,  a  world-wide 
specific  depreciation  of  paper  currencies  may  quite  well  be 
avoided.  Bimetallists  will,  perhaps,  take  the  opposite  view  and 
use  it  to  support  a  new  campaign. 

Let  us  now  consider  the  position  of  this  country  in  relation 
to  others.  In  normal  times  the  chief  causes  of  an  external  drain 
are : — 

1.  An  adverse  balance  of  claims  in  the  short-loan  market 
which  may  or  may  not  arise  from  a  current  adverse  balance 
of  trade. 

2,  An  adverse  trade  balance,  giving  rise  to  an  adverse  balance 
of  claims. 

8.  An  inflation  of  currency  or  credit  relatively  to  other  coun- 
tries, which  results  in  cheap  offers  to  the  foreigner  of  gold 
or  promises  to  pay  it. 

I  have  already  stated  that  I  do  not  expect  the  external  drain 
to  be  forced  upon  us  by  our  creditors  in  the  period  immediately 
following  the  peace,  so  that  I  shall  only  consider  the  possible 
postponed  or  ultimate  effect  of  these  causes,  bearing  in  mind 
all  the  time  that  our  present  policy  should  certainly  take  account 
of  this  ultimate  effect.  If  a  man  is  insolvent,  or  in  danger  of 
insolvency,  he  is  extremely  foolish  to  assume  that  his  creditors 
will  withhold  their  claims  indefinitely. 

First,  with  regard  to  the  balance  of  claims.  When  war  broke 
out  practically  every  country  was  on  balance  a  debtor  to  London 
in  the  short-loan  market.  Mr.  Withers  in  War  and  Lombard 
Street  says  that  when  London  called  its  loans  *'it  put  the  rest 
of  the  economically  civilised  world,  for  the  time  being,  into  the 
bankruptcy  court."  "None  of  its  debtors  could  pay."  "Foreign 
creditors  it  had  none,  except  Paris." 

After  the  war  we  may  be  the  creditor  of  Russia,  France,  Ger- 
many, and  other  European  countries,  but  we  shall  probably  be 
indebted  to  several  very  important  countries,  including  the 
United  States. 

This  change  in  our  position  is  likely  to  last  for  a  very  long 
time,  and  ultimately  it  will  have  two  very  important  effects  upon 
London. 

In  the  first  place  the  risk  of  our  being  subjected  to  the  ex- 
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teraal  drain  is  almoet  certain  to  be  increased,  because,  although 
our  credits  as  a  whole  may  exceed  our  debts,  several  countries 
will  be  our  creditor  on  balance,  and  in  the  second  place  our 
ability  to  withstand  the  drain  will  be  impaired,  and  we  shall 
be  compelled  to  make  radical  alterations  in  our  method  of  defence. 
This  second  effect  will  result  from  the  fact  that  we  shall  be  a 
debtor  to  strong  countries  and  a  creditor  of  the  weak.  The  "bank 
rate"  policy  coupled  with  small  gold  reserves  was  admittedly 
effective  only  because  we  were  not  merely  the  world's  creditor 
on  balance,  but  also  practically  every  country's  creditor.  We 
may,  therefore,  have  to  support  our  "bank  rate"  policy  with 
other  devices,  including  much  larger  gold  reserves,  and  some  of 
the  aids  employed  by  European  countries  before  the  war. 

As  to  the  possibilities  of  a  favourable  or  adverse  balance  of 
trade  there  is  not  much  to  be  said.  If  the  balance  is  going  to  be 
adverse,  our  prospects  when  the  artificial  period  ends  and  the 
external  drain  begins  to  operate  will  be  so  much  the  worse;  if 
it  is  going  to  be  favourably,  the  recovery  from  our  present  position 
will  at  best  be  slow.  The  early  years  of  peace  do  not  appear 
to  offer  as  a  foundation  for  very  high  hopes.  There  will  almost 
certainly  be  a  great  and  world-wide  scarcity  of  foodstuffs  and 
other  present  consumption  goods  constituting  the  prime  necessi- 
ties of  life.  Goods  of  this  kind  are,  of  course,  very  scarce  now, 
during  the  war,  but  there  is  also  at  least  an  equal  scarcity,  as 
compared  with  the  demand,  of  coal,  steel,  and  other  products 
which  are  normally  supplied  by  the  industrial  countries  to  the 
countries  exporting  foodstuffs.  When  peace  comes  the  supply  of 
foodstuffs  will  not  increase  rapidly,  nor  will  the  demand  fall  off, 
but  the  demand  for  steel  and  other  goods  consumed  in  large  quan- 
tities during  the  war  will  certainly  not  increase,  while  supplies 
will  be  offering  on  something  like  the  war  scale.  In  the  circum- 
stances peace  is  likely  to  cause  relative  values  to  shift  in  favour 
of  the  countries  producing  foodstuffs  and  against  the  highly- 
developed  industrial  countries,  such  as  England.  Thus,  although 
we  may  be  able  to  increase  the  volume  of  our  exports  when  the 
war  is  over,  we  may  not  be  able  to  purchase  an  equivalent  volume 
of  imports,  calculated  at  the  ratio  of  exchange  obtaining  during 
the  war.  To  take  a  single  example,  after  the  war  we  shall  prob- 
ably sell  more  coal  to  the  Argentine  than  we  have  done  during 
it,  but  each  ton  of  coal  will  probably  buy  less  wheat  then  than 
it  does  now.  Perhaps  the  strongest  card  in  our  hand  for  some 
years  to  come  will  be  our  shipping. 

We  still  have  to  consider  the  third  cause  of  an  external  drain 
No.  109. — ^voL.  xxvin.  b 
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— namely,  an  inflation  of  currency  or  credit  relatively  to  other 
countries. 

There  are  three  different  cases  of  this  problem  : — 

1.  The  case  of  two  countries  each  with  an  inconvertible  paper 
currency. 

2.  The  case  of  two  countries,  one  of  which  has  an  incon- 
vertible paper  currency  and  the  other  a  paper  currency 
convertible  into  gold. 

3.  The  case  of  two  countries,  each  of  which  has  a  convertible 
paper  currency. 

In  the  first  case  the  movement  of  gold  between  one  country 
and  the  other  is  not  materially  affected  by  changes  in  the  relation 
between  the  volumes  of  the  two  currencies,  and,  in  any  event, 
this  case  does  not  concern  us  at  the  moment. 

The  second  and  third  cases  do  concern  us.  Any  country  with 
a  convertible  currency  which  maintains  specie  payments  fixes 
the  commodity  price  of  gold  at  the  commodity  price  of  paper. 
Hence,  if  such  a  country  inflates  its  currency,  it  will  lower  the 
price  of  gold  in  terms  of  commodities,  and,  as  a  result,  it  will 
tend  to  lose  gold  even  to  a  country  with  an  inconvertible  paper 
currency.  That  is  so  because,  at  some  point  in  the  ratio  of  ex- 
change between  goods  and  gold,  the  inconvertible  paper  country 
is  certain  to  prefer  gold  to  goods. 

England  has  to  face  the  position  covered  by  each  of  the  last 
two  cases,  and  it  appears  to  me  that  it  is  by  no  means  improbable 
that  as  the  result  of  inflation  she  will  after  the  war  be  offering 
gold  or  promises  to  pay  it  at  a  price  in  terms  of  commodities  which 
will  attract  not  only  the  countries  with  convertible  currencies, 
but  even  some  of  those  with  inconvertible  currencies.  I  am  not 
arguing  against  Professor  Wicksell's  hypothesis,  with  which  I 
am  inclined  to  agree,  that  after  the  war  Germany  and  nearly  the 
whole  of  Europe  will  be  ready  to  offer  gold  for  commodities  rather 
than  commodities  for  gold.  Europe  may  offer  gold,  but  there 
are  plenty  of  countries  able  to  absorb  it.  The  United  States, 
Japan,  India,  Canada,  Australia,  the  Argentine,  Brazil,  Chile, 
all  of  these,  and  many  others,  are  almost  certain  to  take  gold  in 
exchange  for  commodities  at  a  price. 

If  inflation  does  produce  such  a  position  in  England,  I  believe 
that  a  continued  limitation  of  specie  payments  will  be  the  only 
sound  policy.  A  severe  contraction  of  credit  is  a  very  harmful 
remedy  and  not  necessarily  an  effective  one.  The  other  method 
of  staving  off  the  drain  is  to  borrow  abroad,  if  possible.  But  in 
the  circumstances  of  our  hypothesis  this  would  be  fatal  as  a  con- 
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tinuing  device.  It  is  madness  to  attempt  to  keep  down  the  com- 
modity price  of  gold  on  a  market  which  has  all  the  appearances 
of  rising  by  continuously  selling  a  bear  of  it.  In  the  end  the 
credit  of  the  seller  must  give  out,  and  the  crash  will  be  all  the 
worse  for  the  postponement. 

I  have  endeavoured  to  show  that  we  need  not  suffer  from  the 
internal  drain  when  peace  comes,  but  that  the  external  drain  will 
be  a  very  real  and  serious  danger,  a  danger  threatening  our  free 
gold  market,  the  sterling  bill,  our  position  as  a  financial  centre, 
and  all  the  advantages,  direct  and  indirect,  which  they  bring 
to  us. 

Oswald  T.  Falk 
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The  nearest  parallel  to  the  great  war  of  our  own  day  is  to  be 
found  in  the  wars  of  the  French  Bevolution  and  Empire.  Some- 
what less  concentrated  and  more  intermittent,  those  wars  shared 
with  it,  nevertheless,  the  terrible  characteristics  of  economic  ruth- 
lessness  and  world-wide  extent.  The  economic  protagonists  were 
France  and  England.  For  both  the  economic  strain  made  itself 
apparent  in  grave  currency  difi&culties.  In  the  case  of  France 
these  difficulties  belonged  chiefly  to  the  early  years  of  the  war. 
The  assignats  have  taken  their  place  in  history  as  the  classical 
example  of  paper-money  made  worthless  by  over-issue.  After 
their  final  collapse  in  1796  French  finance  reverted  perforce  to  a 
metallic  basis,  and  so  remained  till  1816.^  In  England  the  cur- 
rency difficulties  began  just  when  those  of  France  ended.  The 
restriction  of  cash  payments  by  the  Bank  of  England  occurred  on 
February  27th,  1797,  and  continued  throughout  the  war,  ending 
only  in  1819,  four  years  after  the  conclusion  of  peace. 

The  currency  difficulties  in  England  differed  completely  from 
those  of  France,  occurring  aa  they  did  in  a  highly  developed  credit 
system  which  had  already  been  adapted  to  finance  a  great  mer- 
cantile and  industrial  organisation,  and  the  continuity  of  which 
was  disturbed  by  no  revolutionary  outbreaks.  In  the  preceding 
generation,  to  the  credit  facilities  provided  by  the  Bank  of  England 
for  the  great  London  merchants  there  had  been  added 
a  network  of  country  banks  providing  similar  facilities  all  over 
provincial  England.  These  banks,  like  the  Bank  of  England, 
issued  notes.  They  also  received  deposits,  but  cheques  had  not 
yet  come  into  such  general  use  as  to  make  a  deposit  on  current 
account  a  convenient  medium  of  payment.  This  extension  of 
banking  was  naturally  not  exempt  from  those  disagreeable  evi- 
dences of  the  instability  of  credit,  periodical  financial  crises.  One 
such  crisis  had  occurred  in  1783,  and  after  an  interval  of  ten  years 

'  The  Bank  of  France  had  to  suipend  cash  payments  more  than  onoe,  bat 
in  those  days  its  circulation  played  a  modest  part  in  the  bnaineas  of  the 
country.    Far  the  greater   part   of   transactions   were   in  specie. 
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credit  was  in  a  state  of  dangerous  inflation  when  the  outbreak  of 
war,  with  the  consequent  revision  of  values,  in  January,  1793, 
precipitated  another.  At  that  time  Bank  of  England  notes  did 
not  circulate  to  any  great  extent  far  from  London,  but  the 
country  buiks  held  part  of  their  reserves  either  in  Bank  of  Eng- 
land notes  or  in  deposits  kept  with  London  banks.  There  were 
no  bank-notes  below  jS5,  and  (till  1795)  no  Bank  of  England  notes 
below  i610.  There  was  very  little  silver  coin,  and  for  the  all- 
important  purpose  of  the  payment  of  wages  and  for  retail  pur- 
chases gold  coin  (guineas,  half-guineas,  and  seven-shilling  pieces) 
was  indispensable,  and  the  characteristic  of  a  crisis  was  always 
an  urgent  demand  upon  the  Bank  of  England  for  gold  to  be  sent 
out  to  the  provinces.  The  usury  laws,  limiting  interest  to  5  per 
cent.,  were  a  serious  obstacle  to  an  efficient  control  of  credit.  In 
1793  the  Bank  of  England  endeavoured  to  cope  with  the  crisis  by 
restricting  credit :  it  refused  to  lend.  The  natural  result  fol- 
lowed :  solvent  firms  were  threatened  with  failure.  The  Govern- 
ment intervened  and  obtained  statutory  powers  to  make  advances 
to  merchants.  The  advances  were  not  made  in  cash,  which  the 
Government  could  only  have  obtained  from  the  Bank  itself,  but 
in  Exchequer  bills.  The  merchant,  embarrassed  with  a  stock  of 
commodities  on  which  no  banker  would  lend,  was  thus  provided 
with  a  security  which  he  could  get  discounted.  Having  gained  the 
power  of  borrowing  he  could  afford  to  see  his  cash  balances  fall, 
and  the  demand  for  guineas  was  relaxed.  In  the  end  the  whole 
amount  of  d63,865,000  advanced  by  the  Government  was  repaid 
by  the  borrowers. 

At  the  beginning  of  the  war  there  was  no  appreciable  financial 
strain  <m  the  Government.  The  financial  year  in  those  days 
ended  in  October.  In  the  year  1792-d,  which  included  eight 
months  of  war,  little  was  borrowed,  and  in  1793-4  only  about 
10  millions  (the  revenue  being  about  18  to  19  millions).  It  was 
in  the  course  of  1794-6  that  the  difficulties  began.  In  that  year 
the  deficit  met  by  borrowing  was  20  milUons,  besides  a  guaranteed 
loan  of  £4,6(X),()00  raised  for  the  benefit  of  Austria,  and  in  the 
following  year  it  was  necessary  to  borrow  25  millions.  In  those 
days  such  loans  put  a  severe  strain  on  the  national  resources. 
From  time  to  time^tt  was  compelled  to  ask  for  advances  from 
the  Bank.  The  Bank  was  prepared  to  go  a  long  way  to  accom- 
modate the  Government,  as  it  had  done  before  in  time  of  war. 
But  in  the  spring  of  1795  the  f<Nreign  exchanges  showed  an 
ominously  unfavourable  tendency.  The  practice  prevailed  of 
financing  the  forces  abroad  by  means  of  bills  drawn  on  the  Pay- 
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master-General  or  the  Treasurer  of  the  Navy,  and  payable  at  the 
Bank  of  England.  When  the  bills  arrived  the  Bank  was  expected 
to  provide  the  money  to  pay  them,  and  statutory  authority  had 
recently  been  obtained  for  the  advances  made  by  it  for  this  pur- 
pose. The  perpetual  arrival  of  new  bills,  for  the  payment  of 
which  the  Gt)vemment  had  made  no  separate  provision,  was  the 
cause  of  growing  misgiving  to  the  Bank,  and  led  the  Directors  to 
m^e  repeated  protests  to  Pitt — ^protests  which  grew  in  urgency 
as  the  foreign  exchanges  became  more  adverse.  The  Directors 
urged  him  to  keep  down  the  advances  for  the  purpose  of  meeting 
these  bills  to  a  maximum  of  d6^00,000  outstanding  at  any  one 
time.  In  practice  this  was  an  ideal  never  attained ;  at  times  they 
exceeded  ie2,000,000. 

At  that  period  the  most  important  of  the  London  exchanges 
were  those  on  Hamburg  and  Lisbon.  Lisbon  was  important 
because  most  <rf  the  new  supply  of  gold  came  from  the  mines  of 
B^razil  and  travelled  viA  Portugal.  Hamburg  was  important  as 
l>eing  the  great  entrepdt  for  the  trade  of  Northern  Europe.  In 
normal  times  the  exchange  on  Paris  was  quite  as  important,  but 
though  war  did  not  necessarily  interrupt  the  quotation  of  the 
exchanges  between  the  belligerents  (and  indeed  the  Paris  ex- 
change was  regularly  quoted  in  London  from  1803  to  1815),  this 
exchange  was  not  quoted  between  October,  1793,  and  April,  1802. 

Germany  and  the  other  countries  of  which  Hamburg  was 
the  commercial  centre  had  silver  currencies,  and  the  Bank  of 
Hamburg  only  gave  credit  for  silver,  gold  being  bought  in  the 
Hamburg  market  as  a  c(»nmodity.  There  was,  therefore,  no  real 
par  <A  exchange  with  London.  For  the  purpose  of  quotations 
there  was  an  assumed  par  price  of  gold,  six  *'mari£s  banco"  (or 
96  stivers)  to  the  gold  ducat.  This  price,  making  the  ratio  of 
gold  to  silver  14*86  to  1,  had  bec<Hne  too  low.  In  1795  the  ratio 
had  reached  that  of  16}  to  1,  instituted  in  the  French  coinage  by 
Calonne  ten  years  befcn^.  The  London  exchange  was  quoted  in 
schillings  and  grotes,  banco,  to  the  pound  sterling  (a  schilling  of 
12  grotes  being  6  stivers,  or  |  mark  banco).  At  96  stivers 
to  the  ducat,  the  gold  in  £i  was  worth  S4'3},  banco.  At  the  ratio 
of  15}  it  was  worth  85*9.  Allowing  for  interest  for  2}  months,  a 
bill  on  Hamburg  was  at  par  when  the  exchange  was  about  86. 
In  the  years  1795  and  1796  the  loii>est  price  of  gold  quoted  in 
Hamburg  was  98}  stivers,  making  the  par  35.  In  the  first 
quarter  of  1795  the  exchange  averaged  35*7;  in  the  8ec<md 
quarter  it  had  fallen  to  33*10},  and  in  the  third  it  was  no  more 
than  32*5}.    In  October  the  Lisbon  exchange,  of  which  the  par 
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was  67^  to  the  milreis,  rose  to  71|,  representing  nearly  ae  great 
a  deiNreciation  of  sterling  as  in  Hamburg. 

At  last,  in  self-defence,  the  Directors  of  the  Bank,  recognising 
that  the  needs  of  the  Government  must  remain  paramount,  decided 
that  they  must  restrict  trade  discounts,  and  on  December  Slst, 
1796,  they  adopted  a  resolution  limiting  the  total  amount  of  bills 
to  be  discounted  each  day  tor  their  customers  other  than  the 
(Government.  If  on  any  day  the  bills  presented  for  discount  in 
the  aggregate  exceeded  the  limit  laid  down,  a  p9X)portion  of  the 
bills  presented  by  each  applicant  were  to  be  returned  <hi  his  hands. 
Apart  from  the  advances  to  the  Oovemment,  this  Procrustean 
reduction  of  discounts  gave  the  Bank  complete  ccmtrol  over  credit, 
and  at  the  same  time  the  advances  to  the  Government  (of  which 
the  obnoxious  advances  on  Treasury  bills  in  reality  formed  quite  a 
moderate  proportion)  were  themselves  steadily  reduced.  Having 
exceeded  £12,000,000  in  December,  1795,  they  were  reduced  to 
less  than  jG9,000,000  in  September,  1796.  But  it  was  not  till 
October,  1796,  that  the  foreign  exchanges  were  restored,  and 
even  then  the  Bank  was  not  relieved  from  the  drain  of  gold.  At 
last  in  February,  1797,  the  signs  of  a  crisis  appeared.  An  invasion 
scare  precipita4;ed  it,  and  the  gold  stock  of  the  Bank,  abready 
seriously  depleted  by  the  strain  of  the  preceding  two  years  ,^  began 
to  melt  away.  The  (^vemment  came  to  the  conclusion  that  the 
Bank  could  not  stand  the  strain,  and  they  obtained  an  Act  of 
Parliament  stopping  the  payment  ot  its  notes  in  cash. 

It  might,  perhaps,  be  thought  that  this  crisis  bears  its  explana- 
ticm  <m  its  face.  Did  not  the  Bank  Directors  go  to  the  root  of 
the  matter  when  they  pressed  Pitt  again  and  again  to  keep 
down  his  demands  for  tempcM^ry  advances?  No  doubt  they  were 
right  in  attaching  so  much  importance  to  this,  but  a  glance  at  the 
actual  variations  which  occurred  in  these  advances  will  show  that 
the  explanation  of  the  crisis  is  not  to  be  found  in  them.  In  1793, 
the  first  year  of  the  war,  they  averaged  a  little  over  jG9 ,000,000. 
In  1794  they  were  lower,  the  average  being  about  d67,5(K),000. 
At  the  beginning  of  1795  they  rose  quickly  and  exceeded 
£11,000,000,  and,  except  f<^  a  temporary  rise  to  £12,800,000  in 
December,  1795,  they  varied  between  £8,700,000  and  £11,500,000 
until  the  suspension  of  caah  payments  in  February,  1797.  At  the 
moment  of  the  crisis  the  advances  were  d£lO,600,000.  Now  in 
1791  and  1792,  under  peace  conditions,  the  advances  had  exceeded 
dS9 ,000,000,  and  it  is  perfectly  obvious  that  they  could  be  increased 

*  U  had  \ma  6}  mUlioM  in  Augoti,  1794;  ^  ailliooft  in,  PecmUr,  1796; 
And  l«U  to  U  milliooi  on  Fatauiy  2M,  1797. 
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to  11  or  12  millions  in  time  of  war  without  threatening  a  financial 
cataclysm.  Indeed,  while  the  Bank  Directors  were  right  to  insist 
on  the  limitation  of  advances,  it  may  fairly  be  contended  that 
Pitt  in  substance  complied  with  their  demands.  Though  the  in- 
convenient bills  drawn  abroad  were  constantly  above  the  stipulated 
limit  of  £500,000,  the  advances  as  a  whole  were  not  excessive. 

But  what  specially  agitated  the  Bank  Directors  at  the  time 
was  that  so  large  a  part  of  the  money  raised  by  the  Government 
was  spent  abroad,  either  on  subsidies  to  our  allies  or  on  the  main- 
tenance of  our  own  forces.  The  amount  so  spent  in  1794  was 
£8,336,000,  in  1795  (besides  a  guaranteed  loan  of  £4,600,000  for 
the  Austrian  Emperor)  £11,040,000,  and  in  1796  £10,650,000. 
Undeniably  these  large  remittances  would  have  an  unfavourable 
effect  on  the  exchanges.  But  it  must  be  remembered  that  this  efitect 
would  be  no  greater  than  that  of  the  investment  of  the  same 
amount  abroad  in  peace  time.  And  any  curtailing  of  the  amounts 
annually  invested  or  lent  abroad,  and  any  additional  sums  bor- 
rowed abroad  during  the  war,  must  be  set  off  against  it.  Th^ 
operations  of  1794  do  not  seem  to  have  had  much  effect  on  the 
exchanges,  which  did  not  become  seriously  imfavourable  till  the 
spring  of  1795.  The  large  remittances  of  that  year  must,  of 
course,  have  been  an  important  contributory  cause  of  the  drain 
of  specie  that  then  set  in.  But  so  long  as  war  expenditure  is 
financed  with  genuine  money,  provided  by  a  diminution  of  private 
expenditure,  and  not  with  inflated  bank  credits,  the  effect  of  even 
large  remittances  abroad  will  be  moderate. 

Sir  Francis  Baring,  writing  in  1797*,  stated  that  the  war  loan 
of  1796  had  been  taken  by  subscribers  of  insufficient  financial 
standing,  who  "had  recourse  to  circulations,  operations  on  toreign 
places,  and  other  expedients  to  enable  them  to  make  good  their 
payments,  which  produced  some  effect  on  the  course  of  exchange, 
but  still  more  on  the  rate  of  interest  in  the  country,  which  wa« 
soon  pushed  beyond  what  is  allowed  by  law  to  be  received."  In 
so  far  as  loans  were  raised  from  people  who  could  not  pay  for 
them  without  borrowing,  there  would,  of  course,  be  a  tendency 
towards  unsound  conditions.  But  if  the  subscribers  succeeded  in 
obtaining  credits  abroad,  as  Sir  F.  Baring  suggested,  the  effect 
on  the  exchanges  would  be  favourable— ^i  any  rate,  so  long  as  the 
foreign  credits  were  not  caUed  in.  And  in  any  case  the  disturb- 
ance  of  the  exchanges  occurred  long  befcwre  the  war  loon  of  1796 
was  issued. 

The  critics  of  the  Bank  blamed  the  Directors  for  restricting 
discounts.    The  Bank  restricted  discounts  in  order  to  keep  down 
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ite  note  issue.  Some  of  the  witnesses  before  the  Secret  Com- 
mittee of  the  House  of  Lords,  appointed  immediately  after  the 
crisis,  argued  that  the  demand  for  guineas  was  due  to  this  cause. 
Trade  must  have  some  means  of  payment ;  bank-notes  will  do, 
but  if  they  are  not  forthcoming  the  only  alternative  is  to  ask  for 
guineas.  The  country  banks,  it  was  said,  restricted  their  issues 
in  sympathy  with  the  Bank  of  England,  and  hence  the  drain  of 
gold.  This  argument  is  palpably  wrong.  The  guineas  were 
drawn  out  in  exchange  for  bank-notes.  It  is  true  that  a  curtail- 
ment of  borrowing  facilities  leads  traders  to  hold  larger  balances, 
but  those  balances  may  just  as  well  be  in  credit  as  in  money.  The 
demand  for  gold  in  exchange  for  credit  must  have  been  due  to 
one  or  all  of  three  causes — a  need  for  gold  for  export,  a  need  for 
gold  as  a  means  of  small  payments,  especially  payments  of  wages, 
or  a  loss  of  confidence  in  the  banks.  A  loss  of  confidence  in  some 
of  the  country  banks  there  may  well  have  been ;  failures  amcxig 
them  were  frequent  enough.  Bank  of  England  notes  did  not  cir- 
culate much  outside  London,  and  such  loss  of  confidence  in  the 
local  banks  would  probably  lead  to  a  demand  for  guineas.  But 
this  loss  of  confidence  itself  calls  for  explanaticm. 

Why,  then,  should  the  banks  have  been  in  difficulties?  Why 
should  gold  have  been  exported?  Why  should  guineas  have  been 
in  demand  for  internal  circulation?  No  petty  little  movements 
will  be  enough  to  explain  so  great  a  crisis. 

The  fact  is  that  the  financial  situation  in  England,  even  in 
1797,  cannot  be  adequately  studied  in  isolation  from  the  financial , 
situation  on  the  Continent.  For  the  first  two  years  of  the  war 
the  foreign  exchanges  were  highly  favourable  to  London.  This 
was  the  period  of  the  Terror  in  France,  when  the  assignats  were 
forced  into  circulation  by  all  the  rigours  of  the  Conunittee  ot 
Public  Safety,  when  the  possession  of  a  hidden  hoard  of  gold  or 
silver  was  a  criminal  offence,  when  everyone  who  had  wealth  in 
France  was  anxious  to  send  it  abroad.  The  countries  adjacent  to 
France  were  soon  saturated  with  specie,  and  England  got  her 
share,  as  is  shown  by  the  exceptionally  heavy  purchases  of  foreign 
gold  for  the  Mint  in  1793  and  1794.  The  total  for  those  two  years 
was  3|  millions,  as  compared  with  a  normal  average  of  about 
£650,000  a  year.  And,  of  course,  moce  foreign  gold  was  imported 
than  was  brought  to  the  Mint. 

The  fall  in  the  exchanges  began  in  the  spring  of  1795.  The 
exchange  on  Hamburg,  which  was  above  36  at  the  end  of 
March,  fell  in  six  weeks  to  33*6,  and  in  August  to  3110.  Even 
at  33'6  it  was  already  profiti^Ie  to  send  specie  thither,  and  in 
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August  it  was  profitable  also  to  send  it  to  Lisbon.  This  is  just 
the  time  at  which  France  was  returning  to  a  metallic  currency. 
The  Law  of  the  Maximum,  the  foundation  of  the  whole  system 
of  assignats  under  the  Terror,  was  repealed  on  December  24th, 
1794.  In  January,  1795,  a  difference  began  to  be  made  (contrary 
to  law)  between  specie  prices  and  pap^  prices,  and  soon  there 
followed  ever-growing  complaints  that  farmers  or  merchants,  first 
of  all  in  the  provinces  and  afterwards  in  Paris,  refused  to  accept 
assignats  at  all.  The  laws  limiting  dealings  in  gold  and  silver 
were  partly  abrogated,  partly  ignored.  By  the  end  of  the  year 
the  hopelessly  discredited  assignat  had  become  ad  object  of  specula- 
tion rather  than  a  means  of  payment.  In  the  course  of  1796  the 
Revolutionary  paper-money  was  practically  demonetised.  In  July, 
1796,  it  was  stated  that  specie,  though  scarce,  was  sufficient  to 
meet  the  requirements  of  the  markets,  and  specie  prices  were 
beginning  to  rise. 

How  intense  was  the  pressure  to  send  gold  to  France  during 
this  period  of  return  to  a  metallic  currency  is  proved  by  the  quota- 
tions of  the  foreign  exchanges  on  the  Paris  Bourse.  For  the 
period  from  August  23rd,  1795,  to  February  22nd,  1796  (except 
for  an  interval  from  December  14th,  1795,  to  January  18th,  1796, 
when  the  Bourse  was  closed),  the  pages  of  the  Moniteur  give  us 
an  almost  complete  series  of  daily  quotations  of  tEe  prices  of  gold 
and  silver  and  of  the  exchange  on  Hamburg  and  some  other 
places.  The  following  table  shows  the  monthly  averages.  The 
assignat  being  then  in  its  death-agony,  and  valued  at  only  a 
small  fraction  of  its  face  value,  each  quotation  is  given  at  so  many 
times  the  par  value  : 


Premium  on 

French     ' 

Foreign 
OoldCoin. 

Hamburg 

Ck>Vdover 

Gold  Coin. 

Exchange. 

Exchange. 

Aug. 

1796 

...      40-83 

40-86 

39-80 

3-9  per  cent. 

Sept. 

...       47-94 

47-99 

39-82 

20-4        „ 

o<5. 

...      73-83 

76-05 

62-54 

21-6        „ 

Nov. 

...     129-83 

— . 

117-88 

10-1        „ 

Deo. 

...     172-85 

_. 

156-97 

10-1        „ 

Jan. 

1796 

...     218-99 



197-31 

110        „ 

Feb. 

...     267-42 

— 

244-76 

5-2        „ 

When  it  is  remembered  that  throughout  these  months  the 
Hamburg  Exchange  was  from  8  to  10  per  cent,  agaiust  London, 
it  will  be  seen  how  enormous  was  the  profit  to  be  made  by  im- 
porting guineas  from  London  to  Paris.  It  was  possible  on 
September  20th,  for  example,  for  a  man  who  wanted  gold  coin 
in  Paris  either  to  buy  it  at  4,650  livres  per  French  ounce  (472| 
grains  English),  or  to  buy  a  bill  on  Hamburg  at  7,350  livres  per 
100  mait}»  banco,  to  sell  the  bill  in  Ixmdon  for  guineas  at  about 


Digitized  by 


Google 


1018]  THE   BAinC  RBSTBIOnON  OF   1707  50 

88  schillings  (12|  marks)  to  the  pound  sterling,  and  to  smuggle 
the  proceeds  across  the  Channel.  As  every  100  marks  banco 
yielded  more  than  £8  in  English  gold,  equivalent  to  21  French 
ounces,  he  would  get  9,765  livres'  worth  of  gold,  leaving  a  margin 
of  2,415  livres  to  pay  for  the  cost  and  risk. 

But  to  apiN-eciate  the  full  significance  of  these  figures  it  is 
necessary  to  understand  that  September,  1795,  was  precisely  the 
month  in  which  the  Bank  of  England  first  began  to  suffer  a 
drain  of  specie.  This  was  expressly  stated  in  the  Report  of  the 
Secret  Committee  of  the  Lords,  and  confirmatory  evidence  is 
afforded  by  the  actual  text  of  the  repeated  remonstrances  sub- 
mitted during  the  year  by  the  Bank  to  Pitt.  By  August  these 
remonstrances  had  become  very  grave,  yet  no  actual  reference 
was  made  to  any  loss  of  specie  before  the  urgent  warning  ad- 
dressed to  him  on  October  8th,  when  the  {nrice  of  bullion  (on  which 
the  {N-emium  in  Paris  was  less  than  on  coin)  was  stated  to  be 
£4  8^.  to  £4  is.  per  ounce. 

The  demand  in  Hamburg  and  Lisbon  for  specie  from  England, 
which  remained  intense  for  practically  a  year,  was  merely  a  reflex 
of  the  demand  in  France.  The  Secret  Cmnmittee  of  the  Lords 
obtained  from  the  Cust(Hns  statistics  of  the  export  of  gold  bullion. 
The  exports  recorded  in  1795  and  ^796  were  almost  negligible. 
At  first  sight  this  seems  to  show  that,  whatever  the  intensity  of 
the  demand  for  gold  on  the  Continent,  England  e8cii^>ed  with  a 
trifling  loss.  But  the  Customs  figures  are  really  worthless.  The 
export  of  guineas,  or  even  of  gold  melted  down  from  guineas,  was 
prohibited,  and  though  gold  melted  from  guineas  was  often  ex- 
ported with  a  false  declaration,  it  was  also  often  exported  secretly. 
When  receiving  a  deputation  from  the  Bank  on  February  5th, 
1796,  Pitt  mentioned  that,  acceding  to  the  British  resident  at 
Hamburg,  a  large  consignment  of  guineas  had  been  sent  thither 
in  the  packet  from  Yarmouth  and  melted  down.  As  the  direct 
demand  came  from  France,  it  seems  probable  that  much  of  the 
gold  was  surreptitiously  sent  across  the  Channel.  There  would,  of 
course,  be  no  Customs  declaration  even  of  French  gold  coin  so 
shipped  to  an  enemy.  By  April,  1796,  the  Hamburg  exchange  was 
no  longer  quite  so  unfavourable,  though  it  did  not  rise  consistently 
above  the  export  specie  point  till  the  autumn.  The  Lisbon 
exchange,  which  was  less  important,  was  very  adverse  all  through 
the  summer  of  1796,  and  only  fell  to  par  in  October.  The  slow 
effect  of  the  drastic  contraction  of  discounts  put  into  operation  by 
the  Bank  in  December,  1795,  shows  how  great  was  the  pressure 
to  be  resisted.    But  even  wbea  tbe  export  of  gold  was  stopped 
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the  crisis  was  not  over.  The  large  additions  made  before  the  turn 
of  the  tide  to  the  stock  of  gold  had  had  the  effect  of  stimulating 
and  hastening  the  revival  of  trade,  which  was  in  any  case  likely 
to  follow  the  crisis  of  1793.  According  to  Jevons'  index  number, 
prices,  which  had  risen  from  a  level  represented  by  93  in  1792  to 
99  in  1793,  had  stopped  short  at  98  in  1794,  and  then  sprang  up 
to  117  in  1795  and  125  in  1796.  Cert&inly  a  part  of  this  sensa- 
tional rise  of  prices  waa  due  to  war  conditions,  which  created  new 
demands  and  interrupted  various  sources  of  supply,  but  there  is 
no  doubt  at  all  that  it  was  in  part  due  to  credit  inflation.  Though 
it  was  said  that  the  country  banks  had  not  increased  their  issues 
to  the  level  of  1792-3,  it  was  recognised  that  a  great  part  of  the 
reduction  which  then  occurred  had  been  recovered.  The  sequence 
of  events  was  exactly  what  might  be  expected.  First  an  influx 
of  gold,  then  an  expansion  of  credit,  then  a  demand  for  legal 
tender  money  for  internal  circulation,  a  demand  which  could  only 
be  supplied  by  guineas.  But  for  the  violent  movements  of  gold 
on  the  CJontinent,  the  demand  for  guineas  might  have  been  sup- 
plied without  any  excessive  strain  on  the  Bank.  The  coincidence 
of  the  external  and  internal  demands  for  gold  necessitated  the 
restriction  of  discounts  by  the  Bank  of  England.  Credit  was  suc- 
cessfully contracted,  the  foreim  exchanges  were  turned  in  favour 
of  London,  but,  as  usually  happens,  the  internal  demand  for 
guineas  was  not  inmiediately  stemmed.  And,  what  was  more 
serious,  the  contraction  of  credit  meant  a  heavy  fall  of  values ; 
Jevons'  index  number  for  1797  was  only  110,  a  fall  of  12  per  cent, 
from  that  of  1796.  A  fall  of  values  means  the  failure  of  mer- 
chants, and  the  failure  of  merchants  means  the  failure  of  banks. 
Hence  the  loss  of  confidence,  which  accentuated  the  demand  few 
guineas.  But  the  actual  number  of  failures  in  the  year  was  not 
very  much  above  the  average,  and  was  far  below  the  heavy  total 
of  1793.  The  distrust  by  itself  would  have  produced  little  effect 
but  for  the  persistent  drain  of  gold  to  which  the  banking  system 
of  the  country  had  been  previously  exposed.  When  the  crisis 
came  it  was  appeased  not  by  special  advances  of  credit  such  as 
were  made  by  means  of  the  Exchequer  bills  in  1793,  but  by  the 
issue  of  Bank  of  England  notes  of  small  amoimts  (one  and  two 
pounds),  such  as  could  take  the  place  of  gold  in  the  payment  of 
wages  and  in  retail  transactions. 

It  is  a  curious  feature  of  the  Bank  restriction  that  the  notes 
of  the  Bank  were  not  made  legal  tender  till  1812.  They  were 
accepted  by  the  Government  in  all  payments,  and  the  principal 
merchants  and  bankers  formally  agreed  together  to  accept  them. 
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This  was  enough  to  establish  them  as  the  accepted  means  of  pay- 
ment, although  legally  they  were  nothing  more  than  debts  of 
the  Bank  of  England,  which  the  Bank  was  expressly  forbidden  by 
law  to  pay  in  legal  currency.  The  restriction  was  ostensibly  tem- 
porary, but  was  prolonged  from  time  to  time.  The  Peace  of 
Amiens  in  1802  did  not  bring  it  to  an  end,  and  on  the  renewal  of 
war  in  1803  it  was  enacted  that  the  restriction  should  last  till  six 
UKMiths  after  the  end  of  the  war.  In  1811  (when  the  controversy 
raised  by  the  report  of  the  Bullion  Committee  was  in  full  swing) 
Lord  King  demanded  payment  from  his  tenants  in  coin  as  being 
the  sole  legal  tender.  Even  then  the  bank-note  was  not  imme- 
diately made  legal  tender,  but  an  Act  was  passed  forbidding  any 
differentiation  between  coin  and  paper,  so  that  paper,  if  it  cir- 
culated at  all,  as  it  was  bound  to  do  in  the  almost  complete  absence 
of  coin,  could  only  circulate,  or  discharge  a  debt,  at  par.  This 
ensured  that  the  money  of  account  should  be  tied  up  with  bank- 
paper  and  not  with  gold.  At  last  in  the  following  year  the  bank- 
note was  expressly  made  legal  tender. 

After  the  crisis  of  February,  1797,  the  effect  of  the  contraction 
of  discounts,  which  had  been  in  operation  all  through  1796,  made 
itself  felt  on  the  internal  drain  as  it  already  had  some  months 
before  on  the  external  drain  of  gold.  Confidence  was  quickly 
restored,  and  the  f<»reign  exchanges  grew  more  and  more  favour- 
able, the  usual  consequence  of  the  contraction  of  credit  and 
lowering  of  values  in  a  country  which  has  passed  through  a  crisis. 

At  the  time,  however,  it  seemed  paradoxical  that  the  English 
crisis  was  hardly  over,  and  the  currency  definitely  established  for 
the  time  being  on  a  paper  basis,  before  the  Hamburg  exchange 
started  rising.  By  April  it  was  above  36,  and  by  August  above 
37.  In  December  it  touched  the  quite  exceptional  maximum  of 
36*6.  For  1798  the  average  was  37'7|,  and  the  exchange  re- 
mained consistently  above  37  till  the  spring  of  1799.  In  the 
first  instance,  London  had  suffered  more  severely  from  the  French 
demand  than  Germany.  Notwithstanding  hostilities,  proximity 
had  counted  for  something,  and  since  the  adoption  of  the  ratio 
of  15^  to  1  in  1785,  gold  was  no  longer  undervalued  in  France 
as  compared  with  silver.  War  finance  weakened  the  Bank  of 
England's  power  of  resistance,  and  the  English  credit  system 
succumbed  first.  But  the  German  system  did  not  outlast  it  for 
long.  In  the  summer  ot  1799  the  inevitable  collapse  came. 
There  were  many  failures,  and  such  was  the  stringency  that  the 
exchange,  which  had  still  been  at  36  in  June,  had  fallen  to  32 
by  the  beginning  of  October  and  to  30  in  the  following  year.     In 
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May,  1800,  gold  began  to  be  quoted  at  a  premium  in  London, 
the  price  being  dB4  5s.  an  ounce,  or  9  per  cent,  above  the  Mint 
price  of  £S  lis.  lOJd. 

This  was  the  beginning  of  the  depreciation  of  the  Bank  of 
England  note.  It  is  not  easy  to  find  a  satisfactory  measure  of 
the  depreciation.  Three  tests  may  be  applied  :  the  prices  of 
bullion  and  specie,  the  foreign  exchanges,  and  the  prices  of  com- 
modities. The  first  is  the  most  direct.  The  premium  on  gold 
measured  the  departure  from  the  gold  standard.  But  gold  was 
needed  only  as  the  means  of  remittance,  and  as  nearly  all  our 
trade  was  with  silver-using  countries,  the  gold  market  was  in  an 
artificial  condition.  For  long  periods  there  was  no  market  at  all. 
There  was  no  quotation  fn»n  March,  1802,  to  April,  1804,  nor 
from  October,  1806,  to  February,  1809.  Silver  is  therefore  a 
better  test  than  gold.  We  have  a  nearly  continuous  series  of 
quotations  either  for  standard  silver  bars  or  for  Spanish  dollars 
or  for.both.  The  ratio  of  gold  to  silver  always  gravitated  towards 
that  of  15}  adopted  in  France,  at  which  the  price  of  standard  silver 
was  60'84d.  and  that  of  Spanish  dollars  59*3^.,  and  the  premium 
as  compared  with  these  prices  gives  a  fair  approximaticm  to  the 
measure  of  depreciation.  Silver  and  gold,  however,  being  both 
merely  the  means  of  remittance,  the  market  for  them  was  prac- 
tically one  with  the  market  for  foreign  exchange,  in  so  far  as  the 
foreign  currencies  dealt  in  were  on  a  specie  basis.  Portugal, 
which  had  been  important  as  the  channel  through  which  Brazilian 
gdd  reached  Europe,  lapsed  into  a  paper-money  regime.  Amster- 
dam after  the  French  invasiixi  lost  much  <^  its  business  as  a 
great  financial  centre.  There  remained,  as  the  principal  exchange 
markets  on  the  Ccmtinent,  Hamburg  and  Paris.  From  1802 
onwards  the  London  exchange  on  Paris  was  regularly  quoted, 
notwithstanding  the  war ;  nor  was  the  quotation  of  the  London 
exchange  on  Hamburg  suspended  during  the  French  occupation. 
But  war  plays  havoc  with  apecie  points.  In  1810  the  actual  cost 
of  sending  silver  between  Lcmdon  and  Hamburg  was  estimated 
at  from  1}  to  2  per  cent.,  but  insurance,  which  in  peace  was  about 
10s.  6d.  per  cent.,  was  an  incalculable  tBctar;  it  might  be  4  per 
cent.,  or  more,  or  less.  In  1811  the  average  price  of  silver 
dollars  in  London  was  under  6s.  an  ounce.  For  £1  it  was  possible 
to  purchase  3}  ounces,  containing  3  ounces  of  fine  silver,  which 
at  Hamburg  would  be  worth  about  11  marks  banco,  or  29  schillings 
4  grotes.  For  the  same  year  the  exchange  on  Hamburg  averaged 
24*  11,  so  that  a  profit  of  nearly  18  per  cent,  was  to  be  made  by 
sending  silver.    In  some  oth^  years  at  about  the  same  time  the 
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disparity,  though  not  so  great,  was  still  substantial,  the  explana- 
tion being  undoubtedly  that  Napoleon's  Continental  system  threw 
obstacles  in  the  way  of  the  transmission  of  silver.  Contem- 
poraneously the  exchange  in  Ixmdon  on  Paris  was  in  as  artificial 
a  conditiiHi. 

For  these  reasons  the  prices  of  the  precious  metals  and  the 
foreign  exchanges  do  not  give  an  unquestionable  measure  of 
depreciationi.  There  remain  the  prices  of  commodities.  An  index 
number,  measuring  the  purchasing  power  of  money,  is  in  some 
respects  the  most  perfect  test  of  depreciation.  But  it  does  not 
pretend  to  measure  the  deviation  from  the  metallic  standard. 
And  in  constructing  an  index  number  we  have  to  be  content  with 
such  price  records  as  we  can  get.  Jevons  obtained  a  series  of 
index  numbers  from  the  statistics  of  prices  collected  by  Tooke 
in  his  History  of  Prices.  These  prices,  of  course,  covered  only  a 
limited  range,  and  index  numbers  do  not  distinguish  between 
a  rise  of  i^ice  due  to  scarcity  and  a  rise  due  to  cturrency  inflation. 
During  the  latter  years  of  the  war  prices  were  violently  disturbed 
by  the  desperate  economic  warfare. 

Jevons  calculated  both  paper  and  specie  prices.  The 
actual  quotations  were,  of  course,  in  paper.  From  them 
he  obtain^  the  specie  prices  by  abating  the  premium  on  gold, 
but  unfortimately  he  us^  a  table  of  average  prices  of  gold  given 
by  Tooke,  which  was,  as  he  himself  suspected,  inaccurate.  The 
inaccuracy  was  more  serious  even  than  he  supposed,  for  neither  he 
nor  the  other  writers  who  used  Tooke's  figures  «eem  to  have 
observed  that  they  refer  to  the  year  ending  February  1st,  with 
the  result  that  they  are  practically  one  year  wrong ;  so  that,  for 
instance,  to  the  year  1616,  when  the  maximum  price  of  gold  as 
returned  to  the  Committee  of  1819  was  £4  2s.  and  the  average 
barely  £4,  is  attributed  an  average  of  £4  ISs.  6d.^ 

However,  the  long  intervals  when  the  quotations  for  gold 
were  either  non-existent  or  nominal  make  it  impossible  to  con- 
struct a  table  of  specie  prices  on  the  basis  of  the  price  of  gold 
alone.     When   both  gold   and  silver  were  quoted  their  prices 

1  In  ld»  ThoughU  ai%d  IhiaiU  (mOu  High  and  Low  Pfiees  (1S28)  Tooke  heads 
the  table  "  Aoootmt  of  the  ATerage  market  price  of  gold  .  .  .  from  F^bmary 
ISOO  to  February  1821,  extracted  from  Bir.  Muahet*8  tablet,**  but  in  his  HiMory 
o/ Prices  (VoL  II,  1838)  he  omita  aU  mention  either  of  February  or  of  Mr.  Muahei, 
and  deeoribes  the  table  aa  *'  from  ofBcial  documents.**  For  some  reaaon  which  I 
hava  not  fathomed,  Mushet't  tablet  in  hit  Oain  and  Loss  to  ths  Fundkoldor 
(1821)  do  not  correspond  exactly  with  Tooke*t,  one  of  hit  figuret  differing  by  at 
much  at  4s.  and  two  or  three  others  by  2s,  But  Muthet  ttates  quite  dearly  that 
they  run  from  February  1800  to  February  1821,  and  hit  examplet  show  that  he 
meant  from  the  year  ended  Itt  February  1800»  to  the  year  ended  lat  February 
182 1»  indotiye. 
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usually  corresponded  nearly  to  the  prevailing  ratio  of  15},  and 
therefore  the  jwice  of  silver  may  be  taken  as  a  fairly  trustworthy 
test  of  specie  prices.  In  the  following  table  are  sho^ii  the  prices 
of  gold  and  silver  and  of  bills  on  Hamburg  and  Paris,  expressed 
on  a  percentage  basis,  par  in  each  case  being  £100.  The  last 
three  columns  show  Jevons*  index  numbers  of  prices,  the  com- 
puted prices  in  silver,  and  the  ratio  of  gold  to  silver  at  Ham- 
burg : — 

Percentage  Values. 


Ck)mmoditie8. 

Specie 

Exohaoffe 

Actual 

prices 
(Saver). 

Ratio  of 

Gold.        saver. 

on  Paris. 

on  Hamburg. 

prices. 
Prices 

Qoldto 

Par. 

£8 17«.  lOH  60-84(1. 

25-22  Fr. 

36«.  banco 

Prices 

Silver  at 

per  o£.       per  o£. 

per£. 

peri. 

of  1782.  of  1782. 

Hamburg. 

1797 

1000          102-6 

— 

98 

110 

107-2 

15-41 

1798 

1000          100-1 



96 

118 

117-9 

15-59 

1799 

—            106-7 



103 

130 

121-9 

15-74 

1800 

1070          113-ff 

— 

113 

141 

124-3 

15-68 

1801 

1090          117-3 

^^ 

113 

153 

130-5 

15-46 

1802 

—            113-7 

105-7 

109 

119 

104-8 

15-26 

1803 

—            111-9 

102-9 

105 

128 

114-4 

15-41 

1804 

1030          108-3 

100-1 

101 

122 

112-7 

15-41 

ISOff 

1030          107-4 

98-8 

103 

136 

126-7 

15-79 

1806 

—            110-5 

103-0 

105 

133 

120-4 

16-52 

1807 

—            110-2 

103-5 

104 

132 

119-8 

15-43 

1808 

—            1071 

108-4 

106 

149 

139-2 

16-08 

1809 

—            110-4 

123-3 

121 

161 

145-8 

15-96 

1810 

—            113-9 

121-6 

120 

164 

144-0 

16-77 

1811 

128-9          120-7 

139-1 

144 

147 

121-8 

15-53 

1812 

130-2          126-5 

131-2 

128 

148 

117-0 

16-11 

1813 

136-4          136-7 

128-6 

180 

149 

109-0 

16-25- 

1814 

124-4           124-3 

116-4 

119 

153 

123-1 

16-04^ 

ISlff 

118-7           117-5 

115-6 

114 

132 

112-3 

15*26 

1816 

102-9           100-9 

99-6 

100 

109 

1080 

15-28 

1817 

102-2           104-3 

1020 

102 

120 

1151 

16-11 

1818 

104-6          106-5 

104-3 

105 

135 

126-7 

15-35 

The  figures  for  gold,  silver,  and  the  foreign  exchanges  are 
based  on  the  Appendices  to  the  Beports  of  the  Lords  and  Commons 
CJommittees  on  the  Resumption  of  Cash  Payments  in  1819.  Before 
1811  the  quotations  for  gold  are  spasmodic,  never  covering  a 
complete  calendar  year,  and  the  averages  are  therefcH'e  not 
reliable.  For  a  number  of  years  the  figures  for  silver  are  based 
n9t  on  standard  silver,  but  on  dollars  (with  a  par  of  59'Sd.).  The 
ratios  in  the  last  column  are  taken  from  Soetbeer.  The  foreign 
exchange  columns  give  the  premium  on  francs  and  banco  money — 
i.e.,  the  pars  ought  strictly  to  be  given  as  9'515d.  to  the  franc,  and 
6§(i.  to  the  banco  schilling. 

The  statistics  show  a  general  tendency  towards  increasing 
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depreciation,  reaching  a  maximum  rather  before  ihe  end  of  the 
war.  But  this  general  tendency  is  broken  by  very  considerable 
fluctuations.  The  maximum  index  number,  both  for  paper  prices 
and  t(x  specie  prices,  comes  in  the  years  1809  and  1810.  The 
maximum  depreciation  as  tested  by  the  foreign  exchanges  comes 
in  1811.  As  tested  by  the  prices  of  gold  and  silver,  it  comes  in 
1613,  the  last  complete  year  of  war. 

Space  would  not  permit  of  a  detailed  examinaticHi  of  the 
various  causes  which  contributed  to  produce  this  depreciation,  or 
of  the  heated  political  controversies  that  were  occasioned  by  it 
frcHn  1810,  the  date  of  the  Beport  of  the  Committee  on  the  High 
Price  of  Gold  Bullion,  till  1819,  when  cash  payments  were  finally 
resumed.  It  will  be  sufl^ient  here  to  point  out  two  or  three 
salient  factors.     With  the  beginning  of  the  Peninsular  War  in 

1809,  and  still  more  with  the  great  military  coalition  against 
Napoleon  in  1813,  the  strain  of  war  finance  became  greater  than 
ever.  The  unfunded  debt  grew  from  £14,000,000  in  1802  to 
£57,000,000  in,  1814.  Napoleon's  Continental*  system,  based  on 
the  complete  exclusion  of  British  trade  from  Europe,  began  in 
1806,  and  was  made  rigorous  with  the  annexation  of  Holland  and 
Hamburg  in  1810.  Another  important  influence  waa  an  acute 
financial  crisis  to  which  all  the  commercial  centres  of  the  Con- 
tinent were  subject  in  1811,  and  from  which  credit  on  the  Con- 
tinent did  not  really  recover  till  after  the  end  of  the  war.  The 
effects  of  the  corresponding  crisis  in  England,  which  occurred  in 

1810,  were  staved  off  at  the  cost  of  an  inflation  and  consequent 
depreciation  of  the  paper  currency.  But  they  were  only  post- 
poned, and  in  1814  peace  brought  a  disastrous  fall  in  values  which 
almost  extinguished  the  premium  on  gold  at  the  cost  of  a  terrible 
tale  of  bankruptcies  and  a  period  of  extreme  depression  and 
distress.  B.  O.  Hawtrsy 


No.  109.— VOL.  xxYin. 


Digitized  by 


Google 


REVIEWS 

The    Value  of  Money.     By  B.   M.   Anderson,   Jan.,   Ph.D., 

Assistant    Professor    of  Economics,    Harvard    University. 

Author  of  Social  Value.  (New  York  :  The  Macmillan  Co. 
1917.  Pp.  610.) 

"The  theory  of  the  value  of  money  is  a  special  case  of  the 
general  theory  of  value.  .  .  .*' 

"Value  is  not  a  ratio  of  exchange  or  *  purchasing  power,'  but 
is  an  absolute  quantity  prior  to  exchange.  .  .  ."' 

"Economic  value  is  a  species  of  the  genus,  social  value,  co- 
ordinate with  legal  value  and  moral  value.  .  :  " 

"The  value  of  money,  being  a  special  case  of  economic  value, 
is  subject  to  the  same  general  laws.  ..." 

These  propositions  are  taken  from  a  summary  in  which  the 
author  recapitulates  theorems  propounded  in  the  first  two  parts 
of  his  treatise,  constituting  about  two-thirds  of  the  entire  work. 
Thirty-six  articles  are  required  to  sum  up  the  reformed  economic 
faith.  Or,  rather,  only  tlie  fundamental  doctrines  are  set  forth 
in  this  confessio  fidei.  On  this  basis  is  reared  a  superstructure 
of  higher  theory,  culminating  in  a  sublime  topic,  "the  reconcilia- 
tion of  statics  and  dynamics." 

We^  shall  not  attempt  to  sketch  the  imposing  system  as  a 
whole.  We  shall  direct  attention  to  some  important  points,  with 
respect  to  which  we  either  dissent  from  the  author  or  suspend 
our  judgment. 

Agreeing  with  Dr.  Marshall  as  to  the  relation  between  cost 
of  production  and  value,  we  disagree  from  the  following  state- 
ments : — 

To  the  Aufitrum  economists  we  owe  a  rati<mal  theory  of  costs.  .  .  . 
Value  causation  comes  ultimately,  not  from  the  side  of  supply,  but  from 
the  side  of  demand.  .  .  .  **  The  real  cost  doctrine  of  the  Classical  School  has 
f*llfid  "  .  .  .  "it  is  virtually  only  as  a  pecuniary  doctrine,  costs  from  the  entre'^ 

^  See  PrincipUs  of  Economies  as  to  Ck)Bt  of  Production  passim,  and  as  to  Mill, 
Book  V,  ch.  in.  §  2,  p.  330  note  (ed.  6). 
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prencur  pgint  of  view,  that  the  cost  doctrine  is  met  in  modern  theory.  .  .  . 
Coat  as  conceived  by  Biill  is  a  superficial  pecuniary  notion  **  (Chapter  III.). 

Our  attitude  towards  other  pronouncements  is  more  neutral. 
They  produce  no  conviction,  but  they  provoke  no  contradiction. 
We  have  no  strong  opinion  about  the  relation  of  the  individual 
to  society — with  what  truth  an  "organic  unity"  may  be  pre- 
dicated of  minds.  We  do  not  deny  that  *' absolute  value"  may 
be  attributed  to  money  in  some  intelligible  sense.  We  have  not 
carefully  compared  the  doctrines  of  Wieser,  Mises,  and  Schum- 
peter  as  to  marginal  utility.  We  do  not  feel  qualified  to  pro- 
nounce on  the  distinction  drawn  by  one  of  them  between  the 
"inner  objective  value  of  money  "  and  the  "outer  objective  value 
of  money  "  (Ch.  V.). 

We  are  disposed  to  agree  with  the  author's  dictum  that  the 
ultimate  test  of  scientific  theory  must  be  practice — ^the  capacity 
to  solve  problems.  But  we  are  not  convinced  that  the  new  theory 
of  social  value  would  come  out  well  from  the  test.  Consider  the 
follovnng  questions.  If  the  m<»iey  incomes  of  a  class  be  in- 
creased ceteris  paribus,  in  what  circumstances  is  it  possible  that 
they  will  buy  less  than  before  of  certain  conunodities?  Is  it  true 
that  if  a  rise  in  the  price  of  bread  raises  the  marginal  utility  of 
money  to  the  poorer  classes,  they  may  consume  more  bread.^ 
Marginal  utility  as  used  by  mathematical  writers  seems  more 
adequate  to  resolve  such  knotty  problems  than  the  new  refine- 
ments. 

Fortunately  on  the  flood  of  dialectics  some  stray  facts  are 
found  floating.  The  particulars  given  about  the  ways  of  business 
seem  to  us  more  valuable  %han  the  general  theories  which  they 
are  intended  to  illustrate.  Thus,  after  perusing  the  chapter 
(Ch.  XXIII.)  which  deals  with  credit  in  general,  we  do  not  find 
ourselves  much  wiser.  But  the  following  chapter,  which  deals 
with  credit  in  relation  to  bank  assets  and  bank  reserves,  contains 
some  interesting  information.  It  appears  that  only  a  small  por- 
ti(m  of  the  assets  held  by  American  banks  can  be  regarded  as 
liquid.  Only  a  very  small  portion  consists  of  "  commercial  paper  " ; 
and  of  the  rest  not  so  much  as  might  be  supposed  is  immediately 
available.    The  following  case  is  described  as  typical : — 

A  New  York  bank  is  at  present  lending  to  a  small  manuiactuMr  of 
automobile  supplies  about  $80,000.  Of  this,  about  $10,000  is  liquid,  periodic 
ally  covered  by  *'bilb  receivable,**  and  if  the  bills  receivable  should  fail, 
in  the  period  in  question,  to  cover  the  $10,000,  the  bank  would  insist  on  a 

^  See  EooNOMio  Joukkai*.  Vol.  xxv  (1915)  pp.  47,  61,  190,  refernng  to 
Marshall  {Prineiplu  oj  Economies,  Book  iii,  oh.  vi,  sec.  4),  who  refers  to  Qiffen. 
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reduction  of  the  loan.  The  remaining  $20,000,  however,  is  not  liquid.  It 
was  spent  for  non-movable  equipment ;  the  bank  expects  to  renew  the  notes 
for  this  sum  periodically,  and  is  well  aware  that  it  could  not  force  collection 
without  bringing  the  business  to  a  close — or  else  forcing  the  factory  to  get 
accommodation  elsewhere." 

Loans  on  the  security  of  crops  having  a  natural  term  may  be 
considered  liquid;  loans  on  animals  being  fed  for  the  market 
belong  to  the  same  category.  But  of  the  loans  on  the  security 
of  livestock  fully  two-thirds  are  to  breeders  and  not  feeders,  and 
hence  are  not  liquid.  We  accept  the  facts  about  bank  assets  on 
the  writer's  authority.  We  do  not  endorse  his  theory  that  the 
function  of  bank  reserves  is  entirely  "dynamic  '*  :  "the  sl)atic  law 
of  bank  reserves  is  that  none  are  needed." 

The  characteristics  which  we  have  attributed  to  the  work  as 
a  whole  are  noticeable  also  in  that  part  of  the  work  to  which  we 
would  direct  the  reader's  special  attention  :  Part  II,  in  which  the 
quantity  theory  of  money  formulated  by  Professor  Irving  Fisher  is 
disputed.  Here,  too,  the  facts  appear  to  iis  more  important  than 
the  theory.  The  higher  theory  of  statistics  which  deals  with  index 
numbers  seems  to  be  ignored  when  it  is  asked,  with  reference  to 
"T,"  the  denominator  in  Professor  Fisher's  expression  for  the 
price-level,  "how  does  one  sum  up  pounds  of  sugar,  loaves  of 
bread,  tons  of  coal,  yards  of  cloth,  etc.  ?"  '*T"  is  equally  increased 
by  adding  a  hundred  papers  of  pins,  a  hundred  diamonds  or  a 
hundred  newspapers  " — and  so  forth.*  While  we  differ  from  our 
author's  statistical  reasoning  we  are  almost  indifferent  about  the 
logical  issues  for  which  he  contends  hotly,  the  questions  raised  in 
passages  such  as  the  following  : — 

'*  Rapidity  of  circulation,  whether  of  money  or  of  goods,  is  not  a  causal 
factor  independent  of  prices,  but  rather  in  part  depends  on  prices  *'  .  .  . 
**  the  first  change  in  the  situation  may  appear  in  prices  themselves  **  (Chap. 
VI.).  **  Particular  prices  can  and  do  rise  without  a  prior  increase  in  money, 
or  bank  deposits,  or  change  in  the  volume  of  trade,  or  in  velocity  of  money 
or  deposits,  and  also  without  compensating  fall  in  other  particular  prices.'* 
.  .  .    "The  cau$e  is  with  the  prices."     (Chap.  XV.) 

The  statement  last  cited  refers  to  the  following  clean  cut 
apophthegm  : — 

**  Suppose  we  assume  a  combination  of  employers  of  maidservants  which 
forces  down  the  wages  of  maidservants  from  $20  to  $10  per  month.  .  .  . 
The  masters  now  have  $10  a  m<»ith  each  more  to  spend.  .  •  .  The  maid- 
servants now  have  $10  each  less  to  spend.  .  .  .  These  last  two  changes 
exactly  neutralise  one  another.    The  first  change,  in  the  price  of  domestio 

^  See  on  this  and  other  points  connected  with  the  attack  on  Professor  Fisher^a 
theory  Currency  and  Finance  in  Time  of  War.    By  the  pieaent  writer. 
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Bervioe*  remains  unneutimlised.    Tbe   general  price-level  i«,   then,   lowered 
by  a  cause  acting  from  outside  the  equation  of  exchange  directly  on  prices.*' 

Commenting  on  this  example,  our  author  well  says  ''the 
equation  is  kept  straight  by  a  reduction  in  velocity.*'  He  had  better 
have  said  no  more.  When  he  goes  on  to  locate  the  cause  of  the 
fall  in  the  price-level  we  are  reminded  of  a  reflection  made  by 
Jowett  in  a  lecture  on  ecclesiastical  history  :  **  How  much  effort 
has  been  wasted  in  attempting  to  answer  questions  which  ought 
never  to  have  been  asked !  " 

We  come  to  something  more  tangible  when  Professor  Anderson 
instances  cases  of  barter  which  are  not  taken  account  of  in  the 
equation  of  exchange  constructed  by  Professor  Fisher.  There  is 
barter  in  its  simplest  form,  expressed  in  advertisements  of  the 
type  :  "Wanted  to  trade  a  well-trained  parrot  tor  a  violin."  Again, 
there  is  the  practice  of  taking  as  part  payment  for  a  new  sewing- 
machine  or  automobile  the  similar  thing  which  the  buyer  is  dis- 
carding. A  more  important  case  of  (virtual)  barter  is  formed  by 
the  stock  and  produce  exchanges,  by  means  of  which  the  use  of 
money  is  greatly  economised. 

The  omitted  transactions  appear  to  us  to  be  of  a  magnitude 
which  relieves  the  equation  of  exchange  from  the  imputation, 
sometimes  attributed  to  it,  of  being  an  identical  proposition.  On 
the  other  hand,  the  omissions  are  not  so  serious,  but  that  they  may 
be,  so  to  speak,  jumped  in  the  inductive  leap  from  the  known  to 
the  unknown.  A  wider  chasm  is  disclosed  when  it  is  alleged  that 
the  transactions  which  occasion  the  flow  of  (credit)  money  desig- 
nated by  M'  V  are  for  the  most  part  not  of  the  kind  contemplated, 
not  of  tbe  species  represented  by  items  in  the  volume  of  business, 
T.  The  huge  total  of  about  a  billion  dollars,  200  million  pounds, 
per  day  is  said  to  be  made  up  principally  of  cheques,  drawn  in  the 
course  of  speculative  sales  and  loans  between  brokers.  A  "morning 
loan"  may  occasion  the  creation  of  three  or  more  cheques. 
"Cheques  fly  about  recklessly  in  Wall  Street,  and  men  will  turn 
over  money  many  times  if  an  eighth  of  1  per  cent,  or  less  can 
stick  by  the  way  on  a  good  sum  "  (Ch.  XIX.).  If  this  account  of 
the  ingredients  which  go  to  make  up  the  monetary  flow  is 
accurate,  it  certainly  seems  ptimd  facie  that  some  alteration,  not 
indeed  in  the  principle,  but  in  the  details,  of  Professor  Fisher's 
calculation  is  required.  But  our  readers  may  be  advised  to  sus- 
pend their  judgment  until  they  hear  the  other  side. 

F.   Y.    Edgeworth 
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Principles  of  Money  and  Banking,  A  Series  of  Selected  Mate- 
rials, with  Explanatory  Introductions,  by  Harold  G.  Moul- 
TON.  (Chicago:  The  University  Press.  1916.  Pp.  283  + 
502.) 

Readings  in  Money  and  Banking.  Selected  and  adapted  by 
Chester  Arthur  Phillips.  (New  York  :  The  Macmillan 
Co.     1916.    Pp.  845.) 

Professor  Moulton  attempts  to  combine  in  one  volume  the 
uses  of  a  formal  text-book  and  of  collateral  readings.  He  appears 
to  us  to  have  obtained  a  large  measure  of  success  in  this  attempt. 
He  has  avoided  what  he  calls  the  "dogmatic  tendencies  of  the 
text-book  method,"  ill-adapted  to  a  dialectical  subject  such  as 
political  economy.  Indeed,  his  experience  as  a  teacher  even 
leads  him  to  think  that  a  text-book  had  better  not  be  used  by 
students  of  these  selections.  He  hopes  to  retain  the  suggestive- 
ness  of  collateral  readings  without  their  usual  bulkiness  and 
admixture  of  irrelevant  material.  This  advantage  is  obtained  at 
a  certain  cost  when  it  is  necessary  to  ''adapt,"  in  our  author's 
phrase,  an  extract  from  a  classic.  For  example,  with  reference  to 
"reasons  for  debasing  the  standard"  we  have  a  piece  adapted 
from  Hume  consisting  of  three  paragraphs.  The  last  paragraph 
consists  of  the  well-known  passage  in  which  it  is  said  that  '*  when 
money- begins  to  flow  in  greater  abundance  everjrthing  takes  on  a 
new  face  .  .  .  and  even  the  farmer  follows  his  plow  (sic)  with 
greater  alacrity  and  attention."  The  first  paragraph,  referring  to 
the  ** operations  of  the  French  king  on  the  money,"  occurs  in 
Hume's  essay  later  by  about  a  page  than  the  passage  about  the  new 
face.  The  second  paragraph  in  Professor  Moulton *s  version  is 
taken  from  one  of  Hume's  notes.  The  editor  has  put  together  these 
disjecta  membra  very  skilfully.  He  restores  organic  unity  like 
the  surgeon  who  welds  together  portions  of  a  fractured  bone  with 
a  piece  of  bone  taken  Trom  some  other  part  of  the  body.  The 
loss  of  literary  form  is  thus  reduced  to  a  minimum.  It  is  fully 
compensated  by  the  abundance  of  matter  for  which  room  is  thus 
made. 

It  would  be  impossible  here  to  illustrate  adequately  the  variety 
of  topics  presented  in  this  series  of  excerpts,  which  number  nearly 
400,  occupying  on  an  average  each  about  ^wo  pages.  We  should 
mention  particularly  one  subject  to  which  our  author  directs 
special  attention  in  his  Introduction.  He  remarks  that  the  discus- 
sion of  banking  is  usually  too  much  confined  to  such  banks  as 
create  media  of  exchange  in  the  form  of  notes  and  cheques.  **Over- 
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emphasis  on  the  demand  nature  of  the  deposit  has  too  frequently 
been  accompanied  by  an  under-emphasis,  if  not  a  total  ignoring, 
of  the  actual  uses  to  which  the  funds  borrowed  on  short  time  are 
devoted."  Accordingly,  several  "readings**  are  adduced  to 
illustrate  the  rdle  played  by  the  "investment  banker  '*  or  financier 
in  modem  business.  Under  the  head  of  "Investment  Banking 
Institutions'*  savings  banks  (A)  and  investment  banks  or  bond 
houses  (B)  are  distinguished.  Under  heading  A  there  are  ranged 
thirteen  pieces — ^the  one  on  the  liquidity  needed  in  savings  hank 
investments  appeared  to  us  particularly  interesting.  It  seems  to 
be  the  opinion  of  experts  that  every  such  bank  should  have  a  good 
percentage  of  its  funds  invested  in  readily  convertible  securities. 
The  bond  business  is  of  enormous  magnitude.  It  appears  that 
nearly  $2,000»000»000  of  bonds  are  marketed  annually  in  the 
United  States.  A  '•bond  '*  in  this  connection  is  well  described 
by  Theo.  H.  Price  as  an  instrument  of  credit  which  "provides  a 
means  whereby  the  immobile  or  undeveloped  assets  of  a  deserv- 
ing enterprise  may  be  pledged  to  secure  the  money  which  should 
be  used  to  extend  siill  further  the  field  of  beneficent  activity.*' 
"It  is  the  gift  of  imagination  and  the  quality  of  constructive 
optimism  that  differentiate  the  banker  from  the  moneylender." 
"The  great  Bankers  control  the  water-gates  through  which  the 
public  money  flows  to  irrigate  the  fields  of  industry.' 

In  this  connection  we  should  like  to  have  had  the  views  of 
experts  upon  the  corresponding  institutions — whether  or  not 
called  banks — in  this  country.  But  the  author  has  not  been  able 
to  find  room  for  the  banking  systems  of  Europe.  Foreign 
exchanges  and  the  controversy  as  to  the  relation  between  the 
quantity  of  money  and  the  level  of  prices  have  likewise  beeix  ex- 
cluded by  the  limitations  of  space. 

Professor  Phillips's  Readings  are,  in  some  respects,  comple- 
mentary to  Professor  Moulton*s  selections.  Treating  his  topic 
somewhat  less  exhaustively,  Professor  Phillips  is  able  to  cover 
more  ground.  Thus  the  banking  systems  of  several  countries, 
Canada,  England,  Scotland,  Germany,  South  American  countries, 
form  each  a  separate  chapter,  each  chapter  containing  extracts 
from  several  authorities.  Again,  foreign  exchange  has  a  chapter 
to  itself;  a  chapter  consisting  of  sixteen  excerpts.  There  is  a 
Bjrmposium  on  the  relation  between  money  and  general  prices 
based  on  the  proceedings  of  the  American  Economic  Association, 
1910.  We  may  notice  Professor  Carver's  acute  remark  that  if 
an  increased  demand  for  agricultural  products  should  be  attended 
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with  an  increase  in  the  marginal  cost  of  production,  a  larger 
supply  of  money  would  be  required.  There  is  also  a  chapter  on 
index-numbers,  consisting  of  the  article  on  that  subject  in  Pal- 
grave's  Dictionary. 

Professor  Moulton,  like  Professor  Phillips,  has  to  make  room 
for  many  things  by  omitting  much.  The  omissions  seem  to  have 
been  made  judiciously.  Thus,  with  reference  to  the  Federal  Re? 
serve  system,  Professor  Sprague's  article  in  the  Quarterly  Journal 
of  Economics  (1914)  is  cited  with  the  omission  of  one  section, 
that  on  **  Clearing  Functions,"  the  one  which  can,  perhaps,  best 
be  spared,  as  dealing  with  somewhat  problematic  questions  relating 
to  the  future.  It  would  be  hard  to  say  which  author  skips  most 
skilfully.  Thus,  in  the  racy  extracts  from  Eggleston's  Recollec- 
tions as  to  the  Confederate  Currency,  both  writers  retain  the 
statement  that  gold  was  at  a  12,400  per  cent,  premium.  Both 
reproduce  the  epigram,  "Before  the  war  I  went  to  market  with 
the  money  in  my  pocket  and  brought  back  my  piu-chases  in  a 
basket ;  now  I  take  the  money  in  the  basket  and  bring  the  things 
home  in  my  pocket."  But  Professor  Phillips  omits  the  anecdote 
of  the  cavalry  officer  who  inquired  the  jMice  of  a  pair  of  boots. 
"Two  hundred  dollars,"  said  the  merchant.  A  five-hundred- 
dollar  bill  was  produced,  but  the  merchant  could  not  change  it. 
"Never  mind,^*  said  the  cavalier,  "I'll  take  the  boots  anyhow. 
Keep  the  change."  On  the  other  hand.  Professor  Moulton  does 
not  include  the  physician,  who  would  order  from  a  planter  whom 
he  was  visiting  **ten  or  twenty  visits'  worth  of  com."  "The 
visits  would  be  counted  at  ante- war  rates,  and  the  corn  estimated 
by  the  same  standard." 

We  hesitate  which  of  the  two  versions  to  prefa- ;  and  more 
generally  which  of  these  useful  compilations  most  to  recommend 
to  students  and  teachers.  F.  Y.  Edgeworth 


War  Finance.  By  J.  Shield  Nicholson,  Professor  of  Political 
Economy  in  the  University  of  Edinburgh.  (London  :  P.  S. 
King  and  Son.  1917.  Pp.  xxiv  +  480.  8vo.  Price  Ift?.  6rf. 
net.) 

As  Adam  Smith  "always  carried  his  cane  on  his  shoulder  as 
a  soldier  does  his  musket,"  so  Professor  Nicholson  "in  the  present 
disturbances  *^  always  wields  his  pen  as  a  sharp  and  shining  sword. 
Here  he  urges  us  on,  there  he  waves  us  back  to  rectify  our 
position.  He  exhorts,  he  warns,  almost  he  denounces,  ever  in 
the  thick  of  it  and  concentrating  upon  the  things  that  matter, 
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never  in  doubt  whither  we  should  go,  making  equally  clear  the 
objective  and  the  reasons  why  we  should  take  it.  His  collected 
war  papers  now  published  stir  like  a  trumpet,  and  with  no  un- 
certain sound.  He  is  not  out  for  any  academic  or  dialectical 
triumph,  but  offers  definite  counsels  of  policy  on  war  finance. 
Those  who  agree  with  him  will  be  glad  to  find  their  views  so 
trenchantly  and  elegantly  stated.  Those  who  differ  have  yet  to 
find  a  champion  who  can  do  more  than  scratch  the  armour  of 
80  doughty  a  challenger. 

The  volume  falls  into  two  parts.  Part  I.  contains  the  longer 
pieces,  which  have  appeared  in  the  Economic  Joubnal  or  been 
noticed  in  its  pages.  Part  II.  consists  of  forty-three  articles  con- 
tributed to  the  Scotsman  between  August  3rd,  1914,  and  July 
25th,  1917.  The  second  part  will  be  new  to  most  of  our  readers. 
It  is  possible,  and,  indeed,  too  frequent  in  practice,  for  writers 
on  war  finance  to  be  non-committal,  definite  only  in  platitudes 
and  generalities,  and  safeguarded  by  proviso  against  refutation 
by  future  developments.  But  this  is  not  Professor  Nicholson's 
way.  Every  article  has,  as  the  Americans  say,  a  punch  in  it. 
That  it  should  be  possible  after  more  than  three  years  to  reprint 
these  articles  veithout  change  or  need  of  change,  and  to  claim 
that  "the  dangers  foretold  of  the  neglect  of  well-tried  economic 
principles  have  been  cmly  too  fully  realised,*'  is  striking  testi- 
mony of  their  permanent  and  practical  value.  But  ''any  satis- 
faction that  might  be  felt  in  the  accuracy  of  the  forecast  in  these 
papers  is  overwhelmed  by  the  fear  that  even  now  the  warning 
from  the  past  will  not  be  heeded.*'  In  their  present  form  the 
articles  will  secure  a  wider  audience  and  render  still  greater 
service  to  the  public. 

In  the  vigorous  Preface  added  to  the  papers  the  author  sum- 
marises his  indictment.  The  main  charges  against  our  financial 
policy  are  inflation,  extravagance,  and  a  careless  opportunism. 
"In  the  actual  conduct  of  the  war  we  have  acknowledged  and 
amended  great  mistakes  :  witness  the  Dardanelles  and  Meso- 
potamia. In  diplomacy  also  we  erred,  repented,  and  reformed. 
.  .  .  But  in  regard  to  our  economic  and  financial  policy  no  mis- 
takes are  admitted.  We  speak  with  the  complacency  of  a 
heathenish  Turk  of  war  prices  and  war  extravagance  and  back- 
sheesh as  if  they  had  been  inevitable.  Granted,  that  from  a 
balancing  of  various  causes  some  rise  in  prices  was  probable  and 
some  extravagance  unavoidable,  it  is  foolish  to  say  that  none  of 
the  causes  are  under  human  control,  and  that  we  must  go  on 
in  the  way  we  have  begun.     In  economic  affairs  everything  turns 
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on  degree.  .  .  .  We  have  to  steer  between  the  too  much  and 
the  too  little." 

The  argument,  in  a  word,  is  that  Government  has  struck  the 
snag  of  "too  much."  Its  emergency  measures  have  gone  too 
far  and  been  continued  too  long.  It  has  paid  too  much  for  the 
use  of  capital  and  for  the  services  of  labour.  The  war  bonus 
has  spread  like  an  ill  weed  over  every  field  of  the  nation's  activity. 
Cajntal  in  all  its  forms  has  had  its  bonuses  and  its  anarchic 
freedom  no  less  than  labour.  "Let  us  beware  lest  we  have  to 
invent  an  English  word  for  Sovietism.''  "In  a  war  for  national 
existence  the  rule  ought  to  have  been  that  for  every  kind  of 
service  required  the  State  should  pay  less  than  in  peace  time — 
the  difference  being  put  down  to  patriotism."  More  vigorous 
taxation  is  required  above  the  minimum  of  efficiency.  The  argu- 
ment that  an  internal  national  debt  is  no  real  national  burden  is 
a  fallacy.    Debt  is  to  be  thought  of  as  deferred  taxation. 

These  quotations  and  paraphrases  are  selected  as  samples : 
but  the  Scotsman  articles  cover  a  much  more  varied  field  of  topics 
connected  with  war  finance.  Professor  Nicholson  tells  us  that 
he  re-wrote  many  of  the  articles  five  or  six  times  in  the  search 
for  the  right  combination  of  judicial  fairness  with  practical 
emphasis.  If  he  has  failed  anywhere  in  striking  the  golden  mean 
between  too  much  and  too  little,  it  seems  to  the  present  writer 
that  somewhat  too  stern  a  view  is  taken  of  the  claims  of  labour. 
Whether,  as  is  commonly  supposed,  manual  workers  and  their 
families  are  a  great  deal  better  off  than  in  peace  times  is  not 
proven.  Here  is  the  mother  of  a  family  who  goes  out  to  make 
munitions.  Her  nominal  earnings  are  high.  But  she  has  per- 
haps to  pay  one  old  woman  to  stand  in  the  queues  and  do  her 
shopping,  to  feed  and  pay  another  to  mind  the  house,  look  after 
the  children,  and  do  the  cooking.  The  housekeeping  is  neither 
economical  nor  efficient.  She  has  no  time  to  make  or  mend  or 
wash  the  family  clothes.  She  must  go  oftener  to  the  draper, 
the  hosier,  and  the  tailor,  and  pay  a  laundry  bill.  Day  by  day 
she  must  dip  into  her  purse  for  train  or  tram  fares  and  for 
"meals  out,"  and  the  Latour  Gazette  figures  of  the  increase  in 
the  cost  of  living  by  no  means  give  the  whole  of  the  story.  The 
war  figures  are  serious  in  their  total  where  the  peace  figures  are 
zero.  Patriotism  alone  spurs  her  to  continue  exhausting  labours, 
the  net  advantages  of  which  in  money  and  comfort  are  often 
small  and  sometimes  negative.  This  is  one  extreme.  At  the 
other,  no  doubt,  the  boys  and  girls  (the  "flippers  "  and  "flappers," 
as  Dr.  Cannan  calls  them)  have  money  to  burn.     But  they  have 
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neither  votes  nor  organisations  to  extort  bard  bargains  from 
Government  or  from  private  employers,  and  if  tbe  urgency  of 
national  needs  calls  for  every  ounce  of  effort  we  must  face  tbe 
cost  as  we  face  tbe  expense  of  munitions.  Some  expert  investiga- 
tion of  complete  family  budgets  in  war  time  is  badly  needed.  My 
own  inquiries  lead  me  to  believe  that  the  working  classes  generally 
profit  far  less  than  is  supposed  from  their  high  wages.  Certain 
skilled  workmen,  we  must  remember,  are  not  allowed  to  go  to 
the  front,  or  to  stay  there  when  they  are  wanted  for  war  work 
at  home.  If  they  are  to  take  more  out  of  themselves  than  in 
peace  time  they  must  put  more  into  themselves,  and  the  extra 
food  must  be  reckoned  in  addition  to  tbe  rise  of  price.  To  pay 
them  less  than  in  peace  time  would  diminish  the  output  even 
of  the  most  willing.  A  demand  for  higher  wages  is  not  neces- 
sarily unpatriotic.  The  drudgery  of  prolonged  work  in  the  fac- 
tory is  not  always  preferred  to  Life  in  camp,  which  has  its  com- 
pensations of  cbeeriness  and  variety.  We  may  fairly  enter  a 
plea  for  suspense  of  judgment  upon  the  unreasonableness  of 
labour  in  tbe  lump. 

But  the  volume  must  be  read  and  re-read  fcHr  its  cumulative 
effect.  Insistent  denunciation  of  inflation  in  all  its  forms  runs 
through  it  like  a  connecting  thread ;  but  it  touches  every  aspect 
of  war  finance,  and  whatever  it  touches  it  iOuminates  and  adorns. 
In  this  great  crisis  the  author  must  be  counted  among  those  who 
have  served  their  country  well,  and  given  it  of  their  best. 

Henrt  Hioos 

Agriculture  after  the   War.     By  A.   D.  Hall,  F.R.S.     (John 
Murray.     1916.    Pp.  131  and  Appendices.    3*.  6d.  net.) 

This  book  is  now  familiar  to  many  persons  keenly  interested 
in  the  economic  and  political  problems  connected  with  the  culti- 
vation of  land ;  but  it  ought  to  be  read  by  all  economists  who  deal 
with  these  problems,  as  probably  most  of  them  do  in  these  days. 
The  importance  of  the  book  is  scarcely  at  all  diminished  by  the 
fact  that  one  of  the  most  important  of  the  subjects  it  deals  with 
has  been  the  subject  of  legislative  action.  From  some  points  of 
view,  indeed,  the  importance  of  the  work  has  been  increased  by 
this  fact.  Mr.  (now  Sir)  A.  D.  Hall  is  primarily  an  agriculturist 
and  his  insistence  on  the  idea  that  education  and  experiment, 
scientific  and  commercial,  will  have  at  least  equal  influence  on  the 
future  of  agriculture  with  some  of  the  more  direct  State  actions, 
like  guaranteeing  prices,  is  particularly  necessary  now  some  of  the 
direct  State  actions  advocated  have  been  taken. 
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Although  the  volume  is  small,  it  is  extremely  catholic  in  both 
subjects  and  their  treatment.  This  catholicity  has  its  own  draw- 
backs, for  in  some  instances  Sir  A.  D.  Hall  is  rather  in  the  posi- 
tion of  the  small  boy  who  has  picked  up  a  dirty  apple,  and  whose 
hunger  impels  him  to  eat  it  while  his  self-respect  impels  him  to 
throw  it  away ;  and  sometimes  one  thinks  he  would  eat  more  or 
bite  more  voraciously  if  it  were  not  for  the  people  who  appear  to 
be  watching. 

The  starting-point  is  that  "whether  we  like  it  or  not  the  possi- 
bilities of  war  have  definitely  re-entered  our  scheme  of  existence, 
and  the  consequences  of  war  will  depend  upon  the  clearness  and 
fbrethought  with  which  we  prepare  for  it  in  our  social  organisa- 
tion." This  may  be  true,  or  it  may  not.  Many  Englishmen  are 
taking  up  this  attitude,  while  others  are  hoping,  with  more  or  less 
confidence,  that  this  will  be  the  last  European  war  of  any  magni- 
tude. But  whichever  view  is  best  founded  it  will  be  advisable 
to  examine  some  of  Sir  A.  D.  Hall's  statements  and  theories.  He 
deals  with  the  dependence  of  the  United  Kingdom  upon  imported 
foods  and  concludes  that  this  "constitutes  a  source  of  weakness  to 
the  nation  in  three  directions  "  :  (p.  13) 

(1)  Through  absolute  danger  of  starvation,  or  of  such  limita- 
tion of  supplies  as  will  raise  prices  to  the  point  of  creating  an 
internal  crisis. 

(2)  By  the  withdrawal  of  our  naval  power  from  its  offensive 
function  to  that  of  guarding  the  trade  routes. 

(3)  Through  the  reduction  of  the  national  credit  by  the  neces- 
sity of  paying  such  large  amounts,  which  are  materially  increased 
in  war  time,  to  foreign  producers. 

On  (1)  it  may  be  said  that  Sir  A.  D.  Hall  is  not  asking  that  the 
United  Kingdom  should  become  self-supporting  as  regards  food. 
He  thinks  that :  "To  produce  our  own  food  may  be  a  vision ;  I 
would  prefer  to  regard  it  as  an  ideal  towards  which  to  work,  con- 
fident that  every  step  we  take  in  that  direction  is  an  addition  to 
the  strength  and  stability  of  the  nation  "  (p.  98).  The  striking 
fact  is  that  the  United  Kingdom  has  run  the  greatest  dangers  of 
starvation  or  internal  crisis  on  food  questions  when  the  country 
was  most  nearly  self-supporting  as  regards  foods ;  and  that  as  the 
sources  have  become  more  numerous  and  varied  the  supplies  have 
become  more  certain  and  regular.  This  might  not  be  the  case 
again  with  increasing  maritime  dangers  to  supplies.  But  as  it  is 
more  probable  that  such  future  wars  as  may  occur  will  be  fought 
on  foreign  fields  than  in  the  United  Kingdom  the  question  may  be 
asked  how  much  more  naval  power  would  be  required  to  guard 
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the  food  trade  routes  than  would  be  actually  necessary  to  guard 
trade  routes  for  other  materials,  convoys  of  military  material,  and 
to  defend  our  shores?  Only  one  conversant  with  naval  matters 
could  answer,  but  it  appears  that  while  a  good  deal  of  maritime 
transport  would  be  required  for  both  military  and  civil  needs  the 
addition  of  the  duty  of  guarding  food  ships  would  not  entail  any 
extensive  reduction  of  the  naval  power  of  offence.  On  (3)  it  may 
be  said  that  there  is  great  danger  of  loose  thinking,  for  the  ques- 
tion of  man-power  is  involved  with  financial  credit.  We  import 
food  of  a  certain  vsJue,  and  if  we  export  goods  of  equal  value 
which  we  can  produce  with  as  little  man-power  as  we  should 
require  to  produce  the  amount  of  food  imported,  the  advantages  of 
home  production  and  importation  are  equal  (so  long  as  supplies 
are  certain).  But  should  we  be  able  to  produce  the  exports  which 
pay  for  the  food  imports  with  less  man-power  than  would  be 
required  to  produce  the  imported  food  there  is  a  distinct  saving 
of  that  essential  of  national  power  in  defence  or  aggression.  If 
we  do  not  produce  sufficient  exports  to  pay  for  imports,  but  have 
enough  accumulated  wesJth  to  meet  the  difference,  there  is  a 
greater  saving  of  man-power.  Our  ability  to  pay  for  part  of  the 
imports  by  accumulated  wealth  for  at  least  some  time  is  largely 
the  result  oi  the  high  productivity  of  British  industry  having  pro- 
vided a  considerable  margin  for  saving.  And  should  the  applica- 
tion of  a  greater  proportion  of  the  productive  agents  of  labour  and 
capital  to  agriculture  lead  to  lower  total  production  the  financial 
position  would  be  weakened  while  the  amount  of  man-power 
available  for  purposes  other  than  agricultural  production  in  time 
of  war  would  be  less  than  at  present.  While  supplies  can  be 
transported  we  have  the  advantage  of  the  use  of  the  man-power 
of  the  food-producing  countries,  whether  we  pay  in  exports  which 
we  can  produce  more  easily  than  we  could  produce  the  food,  or 
whether  we  pay  partly  out  of  our  accumulated  capital. 

It  is  necessary  to  say  this  although  one  may  heartily  agree  with 
the  present  policy  of  increasing  the  home-grown  supply  of  food  for 
the  period  of  the  war.  Also,  it  might  be  advantageous  to  curtail 
the  necessity  for  exports  of  such  raw  materials  as  coal  by  reducing 
the  imports  of  food,  so  long  as  the  increased  amount  of  food  re- 
quired to  be  produced  at  home  can  be  economically  iHX)vided. 
However,  with  a  population  of  46,000,000  on  a  cultivated  area  of 
roughly  47,000,000  acres  enormous  advances  in  technical  know- 
ledge and  methods  will  be  necessary  before  we  can  approach,  much 
less  reach,  the  condition  of  self-sufficiency  without  wasting  our 
man-power  and  perhaps  becoming  a  second-rate  State.    Under  the 
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best  conditions  an  attempt  to  become  self-supporting  might  entail 
the  adoption  of  practically  a  vegetarian  diet,  besides  throwing  the 
coimtry  open  to  the  danger  of  relying  upon  food  produced  on  a 
small  area  which  may  be  very  adversely  afEected  by  climatic  con- 
ditions in  any  single  year  while  none  of  the  organisation  of  trade 
existed  to  bring  in  supplies.  This  was  one  of  the  weakest  points 
in  national  organisation  during  the  Eevolutionary  and  Napoleonic 
Wars.  At  the  same  time,  every  increase  in  agricultural  pro- 
duction which  can  be  secured  by  soimd  methods  which  yield  as 
good  a  return  for  the  employment  of  capital  and  labour  as  any 
other  industry  is  desirable.  There  is  no  one  better  fitted  to  guide 
the  nation  on  the  technical  and  educational  aspects  of  the  prob- 
lems of  methods  of  improving  production  than  Sir  A.  D.  Hall ; 
and  the  sections  of  the  book  dealing  with  the  capacity  of  land  for 
food  production,  arable  versus  grass,  agricultural  education,  re- 
clamation of  land,  the  functions  and  duties  of  landowners  and 
farmers,  large  and  small  farms,  are  admirably  clear  and  very 
stimulating.  These  sections  cannot  be  summarised  with  justice 
in  the  space  at  our  disposal,,  and  they  deserve  to  be  read  more 
than  once. 

The  chapter  on  the  "decline  in  British  agriculture  '  might  have 
had  a  rather  more  specific  title.  Ireland  is  not  mentioned,  the 
treatment  of  Scottish  agriculture  is  scanty,  and  the  chapter  deals 
mainly  with  conditions  in  England.  This  is  inevitable,  because  it 
is  in  England  and  Wales  that  the  chief  decline  has  occurred.  If 
there  has  been  any  decline  in  the  productivity  of  Scottish  agricul- 
ture during  recent  decades  it  has  been  comparatively  slight,  and 
it  may  be  difficult  to  prove  that  any  decline  has  occurred.  Indeed, 
the  study  of  the  reasons  for  the  practical  maintenance  of  the 
productivity  of  Scottish  agriculture,  while  that  of  England  has 
declined,  at  any  rate  to  some  extent,  might  throw  some  light  upon 
the  demand — ^mainly  of  English  origin — for  some  form  of  State 
protection  or  financial  assistai^ce.  There  is  also  another  point : 
that  whether  total  {Hroduction  has  declined  or  not,  it  is  fairly 
certain  that  production  per  man  has  increased  during  recent  years, 
and  this  has  made  possible  an  improvement  in  the  condition  of 
the  most  numerous  class  of  agriculturists,  the  farm  labourers. 
Both  in  Scotland  and  England  each  man  engaged  now  manages 
more  land  and  stock  than  in  1871,  and  although  accurate  infor- 
mation on  production  at  different  periods  is  non-existent,  it  is 
safe  to  infer  that  production  per  man  has  increased  with  the 
increase  in  the  amoimt  of  land  and  stock  managed  by  each.  But, 
while  it  would  be  impossible  to  reach  general  agreement  with  Sir 
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A.  D.  Hall  on  many  points  raised  in  this  book,  everyone  interested 
in  land  problems  should  be  grateful  for  the  fair  and  clear  state- 
ment of  his  case  for  State  assistance  for  agriculture,  and  for  the 
expert  guidance  on  technical  and  educational  matters. 

A.   W.    ASHBY 


The  Land  and  the  Empire.  By  Chbistopher  Turnob.  (John 
Murray.     1917.  Pp.  136.) 

British  Agriculture:  The  Nation's  Opportunity.  (Being  the 
Minority  Beport  of  the  Departmental  Committee  on  the 
Employment  and  Settlement  of  Soldiers  on  the  Land.)  By 
E.  G.  Strdtt,  Lbslib  Scott,  and  G.  H.  Boberts.  (John 
Murray.     1917.     Pp.  168.     3s.  6d.  net.) 

A  LABOB  part  of  Mr.  Tumor's  little  volume  is  devoted  to 
statistics  and  graphical  representations  of  statistics;  and  to 
criticism  of  the  political  economist.  It  would  be  difficult  to  find 
anywhere  so  much  lack  of  understanding  and  fallacious  treat- 
ment in  so  little  space.  It  is  essential  that  when  figures  are  used 
the  range  of  their  application  should  be  carefully  defined..  Mr. 
Tumor  states  that  "a  working  capital  of  about  £7  an  acre  is 
probably  the  average  for  the  United  Kingdom,  while  on  the  Con- 
tinent it  varies  from  £12  to  j£15  an  acre,  and  even  more."  Pre- 
sumably, Mr.  Tumor  is  not  referring  to  "the  CJontinent "  in  its 
general  sense  at  all,  but  to  Denmark  and  Belgium  and  to  selected 
parts  of  Germany,  France,  and  Holland.  If  this  is  not  the  case, 
the  figures  need  a  good  deal  of  substantiation.  Again,  sweeping 
general  figures  which  indicate  unexpected  conditions  need  critical 
examination  and  an  exhibition  of  their  foundations.  Mr.  Tumor 
states  that  "the  gross  rental  of  agricultural  land  is  about 
£40,000,000  a  year.  Of  this,  some  £17,000,000  are  expended 
every  year  in  the  upkeep  of  the  farms."  This  sum  for  upkeep 
represents  42*5  per  cent,  of  the  total,  which  appears  to  be  an 
extraordinary  proportion.  A  good  deal  of  evidence  could  be  pro- 
duced to  show  that  upkeep  does  not  cost  anything  like  this  jmto- 
portion  of  rent,  and  that  where  such  proportion  is  expended  it  is 
due  to  absence  of  economy.  It  is  a  common  fallacy  to  take  a  set 
of  figures  for  stock  kept  on  farms  and  then  assume  that  this 
indicates  production.  Mr.  Tumor  provides  a  table  showing  the 
number  of  cattle  per  100  acres  on  holdings  of  various  sizes  in 
Germany  to  {N^ve  that  more  stock  is  kept  on  small  than  large 
holdings,  and  then  states  that  "a  study  of  the  yield  of  small 
holdings  in  France  shows  the  same  results."     He  even  states 
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34 
26 
19 
10 
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51       „  300                        21 

301  and  over                        14 

80  THE   BCJONOMIC  JOUBNAL  [MARCH 

that  "until  recent  years  we  had  to  rely  for  statistical  proof  of 
this  controversy  of  larg^  and  small  holdings  upon  figures  obtained 
from  the  Continent";  and  then  i^uotes  for  British  data  only 
the  figures  from  a  small  area  in  Cheshire,  which  are  themselves 
open  to  criticism.  In  1885  the  Agricultural  Department  of  the 
Privy  Council  collected  statistics  on  this  point  (see  Cd.  4848, 
1886),  and  with  a  very  little  trouble  figures  similar  in  character 
to  those  used  by  Mr.  Turnor  can  be  obtained  for  this  period.  For 
1907  similar  figures  are  available  in  the  Report  of  the  Agricultural 
Output  of  Great  Britain.  So  far  as  they  go,  these  are  as  good 
as  the  German  figures.  Here  is  a  comparison  of  Mr.  Tumor's 
statement  and  figures  obtainable  from  the  volume  of  Census  of 
Production  above  mentioned  : — 

Size  of  Holdings. 
Acres. 
6   to    121 
124  „    60 
60     „  260 
260  and  over 

But  the  number  of  stock  kept  is  no  criterion  of  total  output, 
for  in  England  and  Wales  the  proportion  of  arable  land  rises  as 
the  number  of  cattle  per  100  acres  falls  with  the  increao^  in  size 
of  holdings,  and  the  output  of  other  products  rises  as  the  output 
of  stock  products  falls.  Even  when  the  number  of  stock  per  100 
acres  is  similar,  it  does  not  follow  that  rate  of  output  will  be 
the  same. 

Such  criticisms  might  be  extended,  but  some  matters  of  prin- 
ciple are  of  more  importance.  Nearly  every  table  and  diagram 
is  devoted  to  the  suggestion  that  the  production  of  our  agricultural 
industry  is  too  low ;  and  the  assertion  is  made  that  "the  rate  of 
production  with  us  is  about  £4  per  acre,  in  Belgium  it  is  about 
five  times  as  high — £20.**  This  may  be  true,  and  yet  we  might 
make  a  mistake  if  we  tried  to  raise  our  production  to  the  Belgian 
level.  It  never  occurs  to  Mr.  Tumor  that  the  rate  per  acre  is 
not  the  only  criterion  of  production.  There  are  three  standards 
which  must  be  applied  in  any  j-udgment  of  the  results  of  a  system 
of  agricultural  production  :  (1)  rate  per  unit  of  land ;  (2)  rate 
per  unit  of  labour ;  (3)  rate  per  unit  of  capital.  The  neglect  of 
any  one  of  these  may  lead  to  false  conclusions  and  to  grave  error 
in  any  policy  of  reform  which  is  based  on  the  results  of  the 
examination.  So  far  as  is  known,  the  production  per  man  in 
England  is  as  high  as  in  any  other  European  country  except 
Denmark ;  and  if  the  Eastern  counties  are  considered  as  one  unit 
the  production  per  man  in  that  area,  where  soil  and  climate  are 


Digitized  by 


Google 


1018]  T0BNOR:   THE   LAND   AND   THE   EMPIRE  81 

somewhat  similar  to  those  of  Demnark,  is  nearly  as  high  as  in 
that  coontry.  However,  the  general  point  is  important,  and  those 
who  are  interested  should  see  a  recent  note  in  this  Journal 
(March,  1917)  on  some  of  Mr.  T.  H.  Middleton's  German 
figures,  also  Mr.  C.  8.  Orwin's  Determination  of  Farming  Costs, 
and  Part  V.  of  the  Agricultural  Statistics,  1912  (Cd.  7271,  1914). 
On  the  rate  of  production  per  unit  of  capital  in  various  countries 
there  is  very  little  reliable  information,  but  there  is  reason  to 
believe  that  the  English  system  compares  favourably  with  others 
in  this  respect.  At  any  rate,  it  is  worth  while  considering  that 
the  earnings  of  persons  engaged  in  agriculture  are  generally  higher 
in  Great  Britain  than  in  any  other  European  country.  Earnings 
of  agriculturists  are  higher  than  in  Great  Britain  only  in  those 
new  countries  in  which  the  ratio  of  labour  to  land  is  lower  than 
in  this  country.  The  return  of  output  per  man  and  per  unit  of 
capital  determines  the  standard  of  living  for  cultivators  and 
employees,  and  no  system  which  fails  to  give  a  due  return  for 
labour  can  succeed  in  inducing  the  population  to  enter  or  remain 
in  an  agricultural  occupation  while  other  occupations  are  open. 
No  system  which  fails  to  give  a  true  return  to  capital  can  attract 
capital  while  other  investments  are  offered.  The  great  attractions 
to  British  labour  and  capital  are  urban  industry  and  colonial 
development,  because  there  the  returns  to  labour  and  capital  are 
higher  than  in  our  agriculture. 

Here  another  point  raised  by  Mr.  Tumor  is  of  great  import- 
ance. It  is  that  of  the  law  of  diminishing  returns.  He  criticises 
the  economists  who  put  forward  this  law  as  a  reason  for  not 
attempting  to  reach  the  maximum  of  production  from  a  given 
area  of  land,  and  says  that  "they  have  no  practical  knowledge 
of  the  productivity  of  land."  But  if  he  will  read  some  recent 
works  of  the  economists,  notably  Mr.  Clay's  Economics  for  the 
General  Reader,  he  will  find  a  much  more  comprehensive  con- 
sideration of  the  law  and  the  qualifications  which  arise  than  any 
he  has  given.  He  quotes  Sir  John  Lawes's  work  in  the  conquest 
of  natural  forces  as  an  example  of  the  type  of  qualification  that 
is  necessary,  but  he  forgets  that  Lawes  was  one  of  the  strongest 
and  best-informed  suf^rters  that  the  law  of  diminishing  returns 
(as  applied  to  agriculture)  ever  had.  Also,  Mr.  Prothero  recently 
put  a  strong  case  for  the  law  in  the  Edinburgh  Review  (October, 
1915).  Surely  Lawes  and  Prothero  have  some  practical  know- 
ledge of  the  productivity  of  land !  Still,  Mr.  Tumor  is  right  when 
he  lays  emphasis  on  the  present  possibility  of  securing  increasing 
returns  on  many  farms.  He  only  fails  to  realise  the  true 
No.  109.— VOL.  xxvra.  o 
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theoretical  and  practical  position  of  the  tendency  to  diminishing 
returns.  He  is  in  a  weaker  position  when  he  deals  with  rent 
(p.  36)  I  for  he  shows  a  complete  lack  of  understanding  of  the 
theory  of  "differential  rent."  Nor  will  his  theory  that  in  agri- 
culture the  tendency  of  organisation  is  from  large-  to  small-scale 
production  bear  examination  with  reference  to  all  the  available 
data.  There  is  an  essential  difference  between  the  movement 
from  small  workshops  to  large  factories  which  is  not  especially 
fostered  by  any  State  or  social  action  and  that  from  large  farms 
to  small  holdings  for  which  all  the  machinery  and  power  of  the 
State  are  used.  Indeed,  as  in  England,  the  machinery  of  the 
State  does  not  always  succeed  in  stopping  the  movement  from 
small  to  large  holdings.  From  1908  to  1914, 12,584  holdings  were 
created,  but  the  total  number  of  holdings  under  50  acres  increased 
only  by  2,513,  and  the  area  under  holdings  of  this  size  actually 
decreased  to  the  extent  of  95,000  acres  1  Some  of  the  practical 
suggestions  made  later  in  the  volume  are  fairly  soimd,  but  they 
are  not  altogether  the  outcome  of  the  author's  collection  and 
examination  of  facts. 

The  second  volume  contains,  besides  the  Report  of  the 
Minority  of  the  Departmental  Committee  on  Settlement  and 
Employment  of  Soldiers  on  the  Land,  an  essay  of  fifty  pages  by 
"Free  Trader  "  on  "The  Policy  of  the  Plough  "  ;  a  contribution 
of  sixteen  pages  by  Mr.  A.  D.  Hall  on  "Eeclamation  of 
Land  "  ;  and  a  short  Addendum  of  twelve  pages  on  "Agricultural 
Organisation,  Housing,  and  Village  Life,"  by  the  signatories  of 
the  Report.  The  essay  by  "Free  Trader"  strikes  the  reviewer 
as  the  work  of  one  who  has,  somewhat  sentimentally  and  un- 
necessarily, forsworn  his  faith.  Naturally  figures  play  a  part  in 
this  essay.  These  are  mostly  drawn  from  Mr.  T.  H.  Middleton's 
Recent  Development  of  German  Agriculture.  Now  the  German 
agricultural  policy  was  dictated  partly  because  agriculture  was 
regarded  as  one  aspect  of  the  means  of  martial  defence  or  aggres- 
sion. When  this  reason. for  a  policy  is  adopted,  means  which  cure 
essentially  uneconomic  under  ordinary  industrial  conditions  can 
be  sanctioned  and  the  loss  involved  cheerfully  faced.  But  Ger- 
many had  no  large  colonies  mainly  devoted  to  the  production  of 
food  for  the  consumption  of  a  white  population  with  which  to 
maintain  trade.  Had  this  been  the  case,  her  agricultural  policy 
would  probably  have  been  very  different  from  the  one  she  adopted. 
And  English  Free  Traders  will  do  well  to  consider  the  effect  on 
the  colonial  economic  and  political  situation  before  they  lend 
their  support  to  the  policy  of  securing  maximum  gross  production 
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from  the  land  of  the  United  Kingdom.  For  every  unit  of  food 
Britain  fails  to  import  Canada  and  Australia  must  find  another 
market,  or  cease  to  produce  that  amount.  For  every  unit  of 
manufactured  goods  these  countries  fail  to  buy  in  Britain,  be- 
cause they  cannot  exchange  their  food  products,  they  must  buy 
elsewhere  or  produce  for  themselves.  The  gross  production  of 
the  colonies  will  not  remain  stationary,  and  every  decrease  in 
trade  with  Great  Britain  will  necessitate  an  increase  in  other 
directions.  There  must  be  either  a  movement  of  population  from 
agriculture  to  manufacture  to  sustain  the  balance  of  a  home  trade ; 
or  an  increase  in  foreign  trade  with  other  countries.  It  appears 
that  Germany  and  the  United  States  will  be  two  of  the  increasing 
markets  for  food  within  the  next  generation,  and  it  would  be  a 
strange  result  of  a  new  agricultural  policy  in  the  United  Kingdom 
if,  on  one  hand,  it  fostered  trade  between  these  countries  and  the 
new  countries  of  the  British  Empire,  or,  on  the  other,  made  the 
new  countries  of  the  Empire  commercially  self-supporting. 
Mutual  trade  has  been  one  of  the  strongest  Imperial  bonds,  and 
with  the  grov^h  of  new  trade  conditions  or  relations  there  is  a 
possibility  of  new  political  tendencies.  The  political  development 
of  the  Empire  may  or  may  not  be  permanently  affected  by 
emotions  which  are  now  general,  but  economic  considerations  are 
apt  to  carry  more  weight,  and  have  a  more  permanent  influence, 
than  social  emotions,  and  these  possibilities  are  worthy  of  con- 
sideration. 

It  is  true,  of  course,  that  if  population  were  transferred  from 
urban  industry  to  agriculture  within  the  United  Kingdom  the 
consumption  of  the  agricultural  classes  would  increase;  but  it 
does  not  follow  that  this  increase  would  be  in  proportion  to  the 
total  increase  in  agricultural  population,  or  that  total  national 
production  and  trade  would  be  the  same  after  the  transference  as 
before.  Should  the  production  per  man  in  agriculture  be  less 
than  in  urban  industry,  or  the  production  per  man  in  British 
agriculture  be  less  than  that  per  man  in  colonial  agriculture, 
total  production  and  trade  will  inevitably  fall.  For  instance,  if 
the  value  of  production  of  a  man  engaged  in  urban  industry  is 
j£150  per  annum  and  he  is  transferred  to  agriculture  under  a 
system  in  which  he  will  produce  only  a  value  of  £100,  production, 
consumption  and  trade,  as  regards  each  man  so  transferred,  will 
fall  in  the  ratio  of  one-third.  And  it  is  known  that  value  of  pro- 
duction per  man  in  agriculture  is  lower  than  that  per  man  in  many 
urban  industries  in  Great  Britain.  The  four  great  elements  of 
defensive  power  are  man-power,  industrial  productive  power,  food, 
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and  finance.  We  may  easily  weaken  our  defensive  power  at  two 
points — industrial  production  and  finance — by  an  ill-considered 
policy  of  agricultural  production,  to  say  nothing  of  the  possibility 
of  weakening  Imperial  ties. 

The  argument  on  the  amount  of  production  per  man  so  far 
leaves  out  of  consideration  the  nature  of  the  goods  produced — 
or  the  relative  necessity  for  producing  them.  There  is  no  doubt 
whatever  that  there  is  a  necessity  for  an  increase  in  the  amount 
of  food  produced  nearly  all  over  the  world,  and  especially  in  the 
United  Kingdom.  However,  this  does  not  mean  that  the  resources 
of  civilisation  are  so  poor  that  in  order  to  increase  the  margin 
of  safety  in  regard  to  food  supply  the  population  must  be  pre- 
pared to  reduce  its  production  and  consumption  of  other  neces- 
saries. Nor  is  the  argument  to  be  regarded  as  a  plea  against 
attempts  to  develop  our  agricultural  system  or  to  increase  its 
production.  This  can  be  done  on  sound  and  economic  lines,  but 
methods  must  be  considered  in  relation  to  all  the  relative  data 
available,  and  on  broad  Imperial  lines.  Eventually  the  only 
method  of  securing  increased  production  economically  is  the 
application  of  all  scientific  and  mechanical  knowledge  which  is 
available,  and  by  gaining  new  knowledge  of  methods  of  conquer- 
ing natural  forces  where  this  is  required.  The  economic  success 
of  even  such  measures  as  guaranteed  prices  eventually  depends 
upon  the  extent  to  which  they  succeed  in  inducing  farmers  to 
adopt  improved  practices,  for  a  continual  subsidy  to  agrioulture 
means  a  weakening  of  national  resources  in  other  directions. 

Some  of  the  recommendations  of  the  Minority  of  the  Com- 
mittee, such  as  guaranteed  prices  and  the  regulation  of  wages, 
have  been  embodied  in  legislation ;  and  others  are  still  worthy  of 
consideration.  The  possibilities  of  land  reclamation  are  still 
large,  and  the  means  of  development  of  agriculture  by  education, 
by  the  illustration  of  the  value  of  business  methods  and  organisa- 
tion— in  other  words,  by  the  application  of  scientific  and  busi- 
ness knowledge — are  still  waiting  to  be  exploited.  And  these  are, 
after  all,  the  only  methods  of  securing  continued  advance.  There 
is  reason  to  believe  that  the  present  campaign  for  increasing 
production  for  the  period  of  the  war  is  opening  the  minds  of 
those  in  control  of  the  industry  to  new  and  great  possibilities. 
But  it  remains  to  be  seen  whether  these  will  be  sufficient  t9 
attract  labour  and  capital  to  the  land  on  a  self-supporting  basis, 
or  whether  some  form  of  permanent  subsidy  will  be  required. 

A.  W.  Abhby 
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The  Determination  of  Farming  Costs.    By  C.  S.  Orwin.    Pp.  144. 
(Oxford  :    The  Clarendon  Press.     1917.     5*.  net.) 

Thb  Director  of  the  Institute  established  recently  at  Oxford 
for  Research  in  Agricultural  Economics  has  published  an  inform- 
ing study  at  an  opportune  moment.  It  will,  we  believe,  give  a 
powerful,  beneficial  impulse  to  the  thoughts  and  acts  of  en- 
lightened landlords  and  capable  tenants.  Nor,  we  may  add, 
should  this  exhaustive  review  of  results  obtained  from  scrutiny 
at  the  Institute  of  tabulated  records  kept  by  a  few  keen  farmers 
in  different  parts  of  the  country  prove  of  little  use  to  others. 
Such,  we  think,  are  those  responsible  for  the  administrative 
action  of  the  Government  Departments  concerned  with  rural  life, 
and  those  ambitious  to  inspire  and  guide  popular  opinion  in  its 
quest  for  legislation  on  agrarian  affairs.  The  work  accomplished 
and  presented  in  this  volume  has  been,  we  must  remember,  con- 
ducted within  the  strict  limits  set,  and  under  the  extraordinary 
conditions  peremptorily  imposed,  by  the  distressful  period  of 
costly  world-wide  war  through  which  we  are  passing.  It  is  the 
promise  of  the  future  in  this  matter,  as  in  others,  rather  than  the 
achievement  of  the  {nresent  to  which  we  look  with  hope  and 
confidence.  But  we  can  nevertheless  accept  without  reserve  Mr. 
Orwin's  contention  in  his  final  chapter.  We  will  quote  his  words. 
He  there  says  :  **Not  only  should  a  familiarity  with  farming  costs 
be  essential  to  individual  farmers  in  the  direction  and  develop- 
ment of  their  own  management,  but  the  ability  to  compare  the 
experience  of  many  individuals  is  of  fundamental  importance  in 
the  framing  of  national  policy.  At  the  present  time  far-reaching 
reforms  are  under  discussion,  and  the  introduction  of  new  factors 
in  production  is  being  urged,  none  of  which  .can  be  stated  or 
considered  scientifically  without  access  to  reliable  statistical 
matter  upon  which  to  base  the  proposed  changes." 

He  cites  as  illustrative  examples  the  legislative  guarantee  of 
a  minimum  price  of  wheat  and  the  debated  question  of  the  size 
of  holdings.  In  both  matters  the  *' determination  of  farming 
costs  "  is  obviously  desirable  or  necessary  as  a  preliminary  to  an 
intelligent  handling  or  a  correct  solution;  and,  similarly,  the 
banking  world  is  likely  to  be  more  ready  to  lend  the  capital,  which, 
available  on  reasonable  terms  in  sufficient  quantity,  would 
assuredly  help  materially  all  kinds  of  agricultural  enterjMrise,  as 
it  assists  trade  and  manufacture,  if  the  practice  of  accountancy 
becomes  an  integral  part  of  farming  management.  The  cogency 
of  such  considerations  is  indeed  irresistible.  Mr.  Orwin  is,  we 
hope,  forcing  an  open  door  when  he  pleads  in  his  general  intro- 
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duction  that  the  farmer  of  the  future  must,  or  should,  adopt  and 
mamtam  approved  business  methods.  Of  these  the  keeping  of 
accounts,  for  the  purpose  of  ascertaining  costs,  is,  we  agree, 
elementary.  The  use  of  scientific  knowledge,  placed  more  fully 
at  disposal  by  recent  experiments  in  laboratories  and  on  farms, 
and  popularised  through  more  active  effort  in  instruction  and 
advertisement  by  the  central  government  or  by  appropriate  local 
bodies,  may  rightly  be  considered  indispensable  to  continued 
success  in  cultivating  land  for  cereals  or  for  grasses  and  in  rearing 
the  different  varieties  of  live-stock.  But  it  should  also  be  accom- 
panied and  directed  by  more  regular  systems  of  buying  and  of 
selling ;  and  the  general  business  of  production  in  the  primar]^ 
industry  of  the  country  should  proceed  on  the  lines  and  use  the 
methods  and  the  instruments  which  have  won  recognition  by 
their  merits  in  prosperous  manufacture  and  remimerative  trade. 
We  now  need  in  fact  once  more  the  assiduous  enthusiasm  of 
an  eloquent  evangelist  like  Arthur  Young  who  will  discourse  as 
that  indefatigable  tourist  did,  in  reiterated  sermons  up  and  down 
the  countryside.  But  his  text  should  be  "Farmers  must  keep 
accounts." 

By  the  full  bibliography  which  he  has  furnished  Mr.  Orwin 
shows  that  the  literature  of  the  subject  is  larger  than  we  had 
thought ;  and  it  exhibits  signs  of  continuing  vigorous  growth,  for 
which  our  author  himself,  by  writing  previous  to  the  present 
book,  has,  as  we  note,  been  responsible  in  no  small  degree.  He 
disarms  our  criticism  now  by  the  frank  admission  that  the  work 
which  he  and  others  have  done  in  this  matter  at  the  Oxford 
Institute  is  "still  at  the  beginning."  It  has  not,  he  remarks, 
"yet  reached  the  stage  at  which  generalisations  can  be  made." 
Nevertheless,  we  are  sure  that  he  is  right  in  his  contention  that 
it  is  important  to  have  "in  a  number  of  cases  an  exhaustive  and 
scientific  analysis  of  farming  costs" ;  and  he  is,  we  are  confident, 
no  less  correct  in  his  conclusion  that,  "if  this  can  be  done  in  a 
number  of  typical  farms,  the  results  will  have  a  value  as  supplying 
standards  of  comparison."  It  is  a  commonplace  of  statistics  that 
from  a  small  number  of  select  data  large  inferences  can  be  securely 
and  advantageously  obtained  if  the  samples  submitted  and  ex- 
amined are  sufficiently  representative.  This  kind  of  work  has 
been  tried  here,  and,  in  spite  of  the  disturbance  in  the  sequence, 
and  reduction  in  the  number,  of  the  records  occasioned  by  the 
war,  the  results  obtained  are  so  interesting  and  illuminative  as 
fully  to  justify  their  presentation  in  this  timely  book. 

The  original  task  indeed  of  the  account-keeping  contemplated 
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may,  as  Mr.  Orwin  wisely  allows,  be,  or  seem  at  any  rate  to  be, 
'* unprofitable''  to  an  ''ordinary**  farmer.  The  expense  and 
trouble  needed  to  ensure  the  desired  end  may  appear,  and  may 
in  fact  prove,  excessive  in  his  case.  But  nevertheless  he  can^ 
and  will,  benefit  through  the  experience,  industry,  and  outlay, 
in  this  direction  as  in  others,  of  the  more  elect,  wealthy,  and 
enterprising  of  his  brethren.  We  can  readily  conceive  that  Mr. 
Orwin  and  his  collaborators  see  avenues  opening  by  which  oppor- 
tune advice  may  be  drawn  from  such  records,  kept  by  progressive 
agriculturists,  and  conveyed  to  the  general  community  of  farmers ; 
and  accordingly  we  hail  him  as  a  bold  pioneer  of  promising 
exploration — such,  in  fact,  as  the  Institute,  of  which  he  is 
Director,  ought  to  initiate  in  fulfilment  of  the  objects  for  which 
it  was  established. 

L.  L.  Price 

The  Economic  Development  of  Modem  Europe.    By  F.  A.  Ooo, 
Ph.D.   (Macmillan.   1917.    Pp.  xvi  +  667.) 

In  this  volume  Mr.  Ogg,  the  author  of  The  Governments  of 
Europe  and  Social  Progress  in  Contemporary  Europe,  has  dealt 
mainly  with  the  economic  development  of  England,  (Germany ,  and 
France  in  the  nineteenth  century.  There  is  also  a  chapter  on 
Russia  and  an  introduction  of  114  pages  sketching  European 
development  prior  to  the  nineteenth  century.  The  book,  with  its 
leaded  pctragraphs,  is  obviously  intended  for  the  undergraduate 
rather  than  the  teacher,  and  is  not  founded  on  original  research, 
but  aims, rather  at  giving  the  results  of  the  investigations  of  the 
authors  of  many  specialised  books  and  monographs  on  recent  eco- 
nomic history.  Any  economic  history  written  in  English  dealing 
with  French,  German,  and  Bussian  development  in  juxtaposition 
is  welcome,  and  this  is  the  least  unsatisfactory  book  of  the  kind 
known  to  me. 

Its  main  defects  are  twofold.  There  are  no  leading  ideas 
which  help  the  student  to  grasp  the  trend  of  the  century  as  a 
whole,  and  a  large  part  of  the  most  important  happenings  of  the 
nineteenth  century  are  either  entirely  omitted  or  so  subordinated 
as  to  give  a  one-sided  impression  of  the  period.  There  is  prac- 
tically nothing  but  stray  remarks  about  banking,  finuice,  colonisa- 
tion, the  growth  of  modem  joint-stock  trading,  monopolies,  and 
combinations.  The  nineteenth  century,  judging  by  the  space 
allotted  (two-thirds),  seems  to  Mr.  Ogg  to  consist  chiefly  of  labour 
organisation,  Socialism,  and  labour  legislation. 

The  arrangement  of  the  book  is  not  calculated  to  help  the 
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student  to  grasp  each  country's  development.  It  would,  in  the 
reviewer's  opinion,  have  been  better  had  one  country  been  taken 
at  a  time  in  all  its  aspects.  Failing  the  national  method,  the 
history  of  the  century,  which  divides  itself  for  Europe  quite 
feasibly  at  1848  and  1870,  might  have  been  dealt  with  in  periods, 
and  an  enumeration  of  the  salient  characteristics  of  each  period 
would  have  helped  the  student  to  grasp  the  details  of  the  general 
trend  in  each  country. 

As  it  is,  one  large  section  (123  pages)  is  devoted  to  Agri- 
culture, Industry,  and  Trade  in  France,  Germany,  and  England. 
Population  and  Labour  is  a  second  division,  and  Socialism  and 
Social  Insurance  forms  the  third  and  last  division — these  two 
filling  298  pages. 

Bail  ways,  which  are  certainly  one  of  the  epoch-making 
economic  factors  of  the  world,  are  relegated  with  canals  and 
steamships  to  nineteen  pages,  and  Mr.  Ogg  fails  to  give  a  true 
impression  of  the  nineteenth  century  because  he  has  not  really 
grasped  the  fact  that  we  live  in  a  railway  civilisation. 

The   last  century  was   largely  determined   by  two   revolu- 
tions—the one  industrial,  the  other  commercial.    The  iBirst  hinges 
round  the  coming  of  machinery  worked  by  steam  power,  which 
meant  the  development  of  coal,  iron,  chemicals,  and  towns;  the 
other  pivots  on  the  fact  that  a  new  agency  was  introduced  which 
enabled  men  to  move  masses  of   heavy  things  with   ease   and 
rapidity,  and  which  made  light  of  geographical  obstacles.     The 
industrial   revolution  could  not  have  proceeded  at  the  rate  at 
which  it  did  proceed  unless  railways  and  steamships  had  been 
developed  to  bring  the  vast  quantities  of  coal  and  raw  materials 
to  the  place  of  utilisation  and  to  transport  the  finished  goods ;  the 
canals  proved  themselves  quite  inadequate  for  the  task.     With 
mechanical  transport  at  once  punctual  and  swift,  the  trade  of 
the  world  was  revolutionised  and  the  values  of  couhtries  altered. 
Conunerce  was  carried  on  in  a  new  class  of  article,  namely,  the 
bulky  and  the  perishable  articles  never  before  moved  in  quanti- 
ties.    Iron,  steel,  and  coal  supersede  in  importance  spices,  silks, 
and  colonial  goods,  and  food  products,  hitherto  only  moved  at 
famine  prices  and  in  small  quantities,  form  the  basis  of  one  of 
the  great  exchange  businesses  of  the  world.    The  railways  effect 
the  penetration  of  interiors  and  the  abolition  of  geographical 
limitations.    Hence  Germany,  a  country  hampered  by  a  short 
coast-line  and  barred  to  the  south  by  the  Alps,  becomes,  when 
the  St.  Gothard  is  opened,  a  Mediterranean  power  and  the  great 
commercial  factor  in  North  Italy. 
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Hampered  by  the  facts  that  her  chief  rivers  flow  north,  and 
that  traffic  on  them  is  impeded  by  ice  and  drought  part  of  the 
year,  Germany  is  yet  enabled  to  become  the  exchange  place  of 
the  Continent  through  her  central  position,  which  enables  the 
railways  to  receive  and  distribute  goods  sent  east,  west,  and  south 
to  the  countries  on  her  borders.  Thanks  to  railways,  moreover, 
the  Central  Powers  can  penetrate  to  Constantinople  by  land  and 
trade  with  the  Lievant.  The  fact  that  railways  penetrate  in- 
teriors enables  men  to  move  in  new  countries  from  the  coasts 
inland  and  to  settle  in  parts  remote  from  the  river  highways. 
Hence  colonies,  once  a  mere  fringe  of  coast-line,  develop  into 
great  continental  possessions  when  once  their  bulky  produce  is 
transportable  and  they  can  obtain  manufactures  by  rail.  The 
result  for  Europe  was  a  scramble  for  markets,  the  opening  up  of 
Africa,  the  struggle  to  control  tropical  products,  and  the  great 
emigration  of  the  European  to  fill  up  the  Middle  West  of  the 
United  States  and  the  continent  of  South  America. 

The  economic  history  of  Europe  becomes,  therefore,  in  the 
last  quarter  of  the  nineteenth  century,  the  economic  history  of 
the  world.  All  trade  and  economic  policy  is  altered  by  the  fact 
that  transport  has  largely  abolished  distance,  made  new  goods 
transferable  and  new  populations  mobile,  and  has  given  new 
values  to  continental  areas.  Of  all  this  there  is  in  Mr.  Ogg's 
book  no  trace.  Instead  of  describing  the  revolution  which  rail- 
ways have  wrought  in  the  German  economic  position,  he  only 
says  (p.  248)  that  in  "no  country  has  the  advance  of  trade  and 
industry  been  affected  more  profoundly  by  the  development  of 
facilities  of  transport  than  in  Germany." 

It  is  a  considerable  drawback  to  a  text-book  of  this  kind  that 
the  origins  of  the  tables  of  figures  are  so  rarely  given.  For 
instance,  on  p.  153  Mr.  Ogg  gives  the  figures  of  the  coal  mined  in 
England  during  1800-1913.  The  figure  for  the  year  1850  is  given 
as  49  million  tons.  On  p.  144  hi  gives  the  figure  for  that  year  as 
56  million  tons.  Which  is  right?  There  is  no  reference  to  the 
source.  Where  Mr.  Ogg  does  quote  his  authority  for  his  figures 
he  sometimes  takes  them  from  another  authority  who  equally 
neglects  to  state  his  sources  for  the  figures  quoted.  Thus  on 
pp.  162  and  357  reference  is  made  to  the  work  on  Industrial 
History  written  by  Mr.  Penis,  who,  in  his  turn,  gives  no  refer- 
ence to  the  source  of  the  figures  in  question. 

There  is  a  long  bibliography  at  the  end  of  each  chapter,  but 
it  is  very  undiscriminating.  For  instance,  in  Chapter  XIII.,  on 
"French  Trade  in  the  Nineteenth  Century,"  the  authorities  given 
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include  a  book  entitled  France  in  the  Twentieth  Century  (W.  L. 
George),  and  following  it  comes  Pigeonneau's  Histoire  du  Com- 
merce. Nothing  is,  however,  said  to  indicate  that  Pigeonneau 
deals  with  neither  the  eighteenth  nor  the  nineteenth  centuries, 
but  stops  at  Bichelieu.  It  is,  moreover,  surely  invidious  when 
quoting  English  authorities  to  put  Briggs*  Economic  History  of 
England  (reviewed  on  p.  404  of  the  Economic  Journal  of  1915), 
which  is  a  mere  examinees'  book,  in  the  same  category  as  a 
monumental  work  like  Cunningham's  Growth  of  English  Industry 
and  Commerce  without  indicating  the  different  scope  of  each. 
Such  indispensable  tools  of  the  economic  historian  as  the 
Statistical  Abstract,  the  Annuaire  Statistique,  or  the  Statis^ 
tisches  Jahrbuch,  the  fiscal  blue-books  and  other  standard 
Government  publications,  should  also  have  been  included  in  any 
bibliography  of  recent  economic  history. 

I  can  conceive  that  anyone  attacking  economic  history  for  the 
first  time  and  using  this  book  might  consider  economic  history 
to  be  dull  instead  of  being  the  most  fascinating  subject  in  the 
world.  This  is  because  the  book  lacks  illumination.  Neverthe- 
less, the  book  is  bound  to  be  useful,  as  it  practically  has  the  field 

to  itself. 

L.  Knowlbs 


Economic  Conditions,  1816-1914.    By  H.  R.  Hodobs.    (London  : 
George  Allen  and  Unwin.    1917.    Pp.  91.) 

Whoevbr  advised  Mr.  Hodges  to  publish  his  essay  in  its 
present  form  did  no  true  service  either  to  him  or  to  the  general 
public.  A  dissertation  may  well  be  deserving  of  a  college  prize 
(this  obtained  the  Carl  Philip  Reitlinger  Prize  in  the  University 
of  London  in  1915)  and  yet  be  quite  unsuitable  to  be  published 
in  book  form  without  much  alteration  and  expansion.  This  essay, 
whose  contents  correspond  but  ill  to  its  ambitious  title,  is  inadequate 
in  every  direction.  The  sketch  of  economic  conditions  in  1816 
is  not  based  on  any  real  research  into  original  soiu*ces  of  informa- 
tion ;  a  tiny  fragment  of  the  ground  is  covered  in  an  utterly 
perfunctory  manner,  and  the  omissions  are  so  glaring  as  to 
render  quit^  valueless  the  picture  of  England,  whether  at  the 
beginning  of  the  nineteenth  or  of  the  twentieth  century.  The 
writer's  equijMnent  in  respect  both  of  historical  knowledge  and 
grasp  of  economic  theory  does  not  seem  equal  to  his  task.  The 
few  facts  and  figures  for  which  he  is  able  to  find  space  are  not 
brought  into  relation  to  one  another,  nor  is  any  attempt  made 
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to  measure   the  relative  significance  of  the   different  changes 
which  have  taken  place. 

A  few  examples  will  give  point  to  the  above  criticisms.  Half 
a  page  is  devoted  to  trade  unions;  no  figures  are  given  of  their 
growth  and  membership,  and  they  are  only  cited  as  organisations 
which  are  hostile  to  trade-mobility  I  No  mention  is  made  of  oo- 
operaticm  in  any  of  its  f<»inB  or  of  friendly  societies  and  volun- 
tary thrift.  NatiiMial  insurance  receives  one  line.  The  significance 
of  the  developnent  of  the  economic  activities  of  Gk>vemment  is 
ignored,  save  for  a  few  figures  showing  the  increase  in  national 
expenditure.  No  data  are  i»x>vided  showing  the  growth  of  capital 
and  income  since  1816,  n<ff  is  any  estimate  made  of  the  effect 
which  the  economic  changes  of  the  past  century  have  had  on 
the  distribution  of  wealth.  In  the  chapter  entitled  "Remunera- 
tion **  there  are  no  details  of  wages  in  the  different  industries, 
and  the  writer  has  been  content  to  reproduce  some  general  index 
numbers  of  wages  from  writings  by  Mr.  Bowley  and  Mr.  G.  H. 
Wood.  Such  omissions  speak  for  themselves.  The  diagrams  in 
this  book  merit  a  word  of  criticism.  They  are  for  the  most 
part  drawn  in  so  slovenly  a  manner  and  the  basis  on  which  they 
are  constructed  is  so  carefully  concealed  that  they  defeat  their 
own  object  and  merely  achieve  obscurity. 

C.  W.  GUILLEBAUD 


Comimetce  and  the  Empire:  1914  and  after.  By  Edward 
PuLSFORD.  (London :  P.  8.  King  and  Son.  1917.  Pp. 
x  +  248.    Price  Is.  6d.  net.) 

Mr.  Pulsford,  writing  in  Sydney,  complains  vigorously  of 
the  disadvantage  Australian  statesmen  are  under  in  any  contro- 
versy owing  to  the  length  of  time  which  has  to  elapse  before 
they  can  reply  effectively  to  arguments  put  forward  by 
writers  in  this  country  or  Canada,  but  he  has  managed  to 
produce  a  very  timely  contribution  to  the  discussion  of  future 
fiscal  policy.  His  book  is  not  well  arranged  or  well  proportioned, 
but  he  strikes  out  with  energy  and  makes  many  hits  in  his 
attacks  upon  the  scheme  of  inter-Dominion  preferences.  In 
1911,  he  tells  us  (p.  151),  the  South  Africans  calculated  that 
their  goods  were  receiving,  under  the  preference  arrangements, 
rebates  amounting  to  £6,745  in  Australia,  New  Zealand  and 
Canada,  while  South  Africa  was  giving  rebates  amounting  to 
£62,093  on  goods  coming  from  those  Doi^inions ;  and  he  remarks 
with  justice  that  calculations    of    this  kind  are  likely  to  be  a 
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disruptive  force.  New  Zealand,  as  he  records,  has  actually  made 
arrangements  by  Act  of  Parliament  for  the  reduction  or  abolition 
of  duties  under  preferential  arrangements  ''to  an  extent  that  the 
estimated  revenue  so  remitted  shall  equal  as  nearly  as  possible 
the  remission  **  made  by  the  other  party  to  the  agreement.  He 
asks  us  to  imagine  the  difficulties  when  changes  take  place  and 
what  was  equal  at  the  beginning  ceases  to  be  so.  A  Conference  of 
Australian  Chambers  of  Commerce  held  at  Hobart  recommended 
that  Canada  and  New  Zealand  should  adopt  reciprocity  "  with  a 
due  regard  to  the  protection  of  the  individual  States,"  ignoring 
the  fact  that  the  very  essence  of  reciprocity  is  disregard  of  protec- 
tion. On  the  whole  inter-Dominion  part  of  the  policy  of  Imperial 
Preference  Mr.  Pulsford  is  well  worth  reading  by  anyone  inter- 
ested either  way  in  that  policy.  He  also  provides  some  pungent 
criticism  of  the  Trade- War  policy,  showing  how  it  would  damage 
the  British  Empire  and  ruin  several  of  our  smaller  Allies. 

Edwin  Cannan 

Democracy  After  the  War.    By  J.  A.  Hobson.    (London  :  George 
Allen  and  Unwin.     Pp.  215.) 

It  is  a  little  difficult  to  deal  with  this  book  while  paying  due 
regard  to  an  editorial  hint  that  reviews  for  the  Journal  should 
be  economic  rather  than  political.  The  present  time,  more  than 
any  other,  is  marked  by  a  subordination  of  the  economic  to  the 
political :  have  not  the  nations  made  up  their  minds  to  fight  not 
only  to  the  last  man,  but  to  the  last  shilling,  franc,  crown,  or 
mark  (and  those  all  paper  ones),  not  for  their  material  welfare, 
but  for  something  else,  which,  whatever  it  be,  is  certainly  a 
political  object?  And  Mr.  Hobson  is  always  political,  so  political 
that  in  this  book  he  must  even  maintain  that  a  doctrine  whi*.h 
we  are  accustomed  to  regard  as,  if  anything,  ultra-academical, 
the  marginal  theory  of  value,  is  a  "new  support  for  the  old 
capitalist  positions"  which  has  been  "quite  recently" — ^most  of 
us  would  say  "nearly  fifty  years  ago  '* — "invented  and  foisted  into 
intellectual  circulation." 

But  under  the  pressure  of  widespread  starvation  the  world  is 
certain  to  return  from  politics  to  economics,  and  we  may  speculate 
— we  can  scarcely  do  more — about  the  changes  in  economic 
organisation  likely  to  have  been  brought  about  by  the  war.  Mr. 
Hobson,  as  might  be  expected  from  the  consistency  of  his  career, 
stands  by  the  old  lights  of  State  Socialism.  He  admits  that  "the 
State,"  by  which,  I  think,  he  means  States  in  general,  not  the 
British  State  alone,  will  come  out  of  the  war  considerably  dis- 
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credited  by  military  and  economic  failures,  and  he  is  alive  to 
the  importance  of  the  ''disposition  in  some  labom-  quarters  to 
give  the  go-by  to  the  State,"  but  he  regards  this  disposition  as 
''indefensible."  "The  vision,"  he  says,  "of  a  working-class 
organisation  building  up  for  itself  an  economic  State,  governed 
by  the  workers  and  for  the  workers,  within  the  political  State, 
but  virtually  independent  of  that  State  for  the  regulation  of 
economic  life,  is  a  dangerous  phantasy."  And,  again  :  "The 
notion  of  two  States,  one  a  federation  of  trades  and  guilds  running 
the  whole  body  of  economic  arrangements  for  the  nation  by  repre- 
sentative committees  based  ^upon  common  interests  of  industry, 
the  other  a  political  State  running  the  services  related  to  internal 
and  external  order,  and  only  concerned  to  intervene  in  economic 
affairs  at  a  few  reserved  points  of  contact,  will  not  bear  criticism." 
Perhaps  not,  but  why  must  we  assume  that  "the  nation"  must 
be  the  unit  within  which  the  reformed  industrial  organisation 
must  be  confined?  In  the  last  chapter  of  the  book  Mr.  Hobson 
declares  strongly  in  favour  of  internationalism  as  against  the 
"close  State,"  but  his  internationalism  means  relations  between 
national  units  rather  than  anything  in  the  nature  of  obliteration 
of  the  dividing  lines  between  these  units.  This  is  a  striking 
example  of  the  persistence  of  nationalism  in  economics.  For  if 
the  possibility  of  war  between  "nations"  is  eliminated,  there  is 
little  reason  why  labour  organisations,  as  well  as  capital  organisa- 
tions, should  not  overlap  national  boundaries.  Within  living 
memory  there  has  been  a  considerable  enlargement  of  the  areas 
over  which  labour  organisations  spread;  they  already  "give  the 
go-by"  to  most  "local  authorities,"  including  the  authorities  of 
"  States  "  in  federations.  It  seems  shortsighted  to  suppose  that 
labour  organisation  may  not  be  at  some  future  time  as  capable 
of  giving  the  go-by  to  the  Governments  of  the  United  States  and 
Canada  as  it  is  now  to  the  States  of  New  York  and  Massachusetts 
or  the  municipalities  of  Manchester  and  Liverpool.  Is  feudalism, 
in  the  sense  of  a  connection  between  the  individual  and  definite 
parcels  of  land,  to  endure  for  ever?  At  one  time  it  was  necessary 
for  the  people  of  a  village  to  carry  on  their  agriculture  in  common ; 
now  it  is  convenient  for  the  people  of  a  town  to  have  a  conmion 
waterworks  and  sometimes  a  common  tramway.  There  must 
always  be  a  good  deal  of  economic  activity  based  on  local  divisions, 
and  the  divisions  adopted  in  our  age  for  fighting  purposes  may 
often  continue  to  be  accepted  in  a  more  peaceful  one  for  the 
management  of  railways  and  suchlike,  )ust  as  the  ancient  king- 
dom of    Kent  survives    for   the    management  of  main  roads  at 
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present.  But  that  these  territories,  or  any  territories,  must  be 
the  basis  of  the  kind  of  future  economic  organisation  after  which 
Socialists  vaguely  aspire  seems  a  rash  proposition  to  lay  down.  In 
the  chapter  on  "  Militarism  and  Capitalism  "  Mr.  Hobson  enlarges 
on  the  manner  in  which  capitalist  sjmdicalism  had  before  the  war 
spread  itself  over  the  world,  so  that  different  States  armed  them- 
selves for  the  approaching  conflict  by  buying  from  practically  the 
same  body.  May  not  the  labour  organisations  of  the  future  be 
equally  widespread,  and,  for  better  or  worse,  equally  powerful? 

Edwin  Cannan 


Ruskin  College  Reorganisation  of  Industry.  Series  IIL  Some 
Economic  Aspects  of  International  Relations.  Commercial 
Policy  and  our  Food  Supply.  By  H.  Sanderson  Furniss, 
M.A.  The  Influence  of  the  War  on  Commercial  Policy. 
By  Edwin  Cannan,  M.A.,  LL.D.  Capitalism  and  Inter- 
national  Relations.  By  A.  E.  Zimmern,  M.A.  (Oxford  : 
Buskin  College,  1917.    Pp.  89). 

In  the  first  of  these  three  papers  Mr.  Furniss'  main  theme 
is  the  question  of  the  food  supply  of  Great  Britain  considered  as  a 
pedicular  case  of  the  "defence  versus  opulence  "  problem.  It  is 
possible  that  the  methods  of  producing  our  home-grown  food 
might  be  improved,  and  that  the  volume  of  production  might  be 
increased  without  our  suffering  any  economic  loss,  but  this  is  a 
relatively  unimportant  matter.  As  Mr.  Furniss  points  out,  the 
increase  required  to  render  the  country  self-sufficient  so  far  as 
food  is  concerned  would  involve  us  in  a  heavy  economic  loss. 
Moreover,  food  is  not  our  only  requirement.  Anyone  who  has 
given  a  minute's  thought  to  the  nature  and  volume  of  our  essen- 
tial imports  during  this  war  must  realise  that,  under  anything 
like  modern  conditions,  a  self-sufficient  Great  Britain  for  the 
purposes  of  defence  is  an  impossible  scheme.  If,  when  this  war 
ends,  we  have  to  take  the  possibility  of  future  wars  into  account, 
we  shall  probably  be  wiser  to  rely  upon  military  and  naval  means 
to  prevent  an  effective  blockade,  and  to  risk  their  {nroving  a 
failure,  than  to  ruin  the  country  economically  by  attempting  to 
achieve  the  impossible  ideal  of  self-sufficiency.  This  view,  which 
is  advanced  with  some  hesitation  by  Mr.  Furniss,  finds  strong 
support  in  Professor  Cannan's  paper,  in  which  attention  is  also 
drawn  to  the  other  great  destructive  effect  of  the  self-sufficiency 
scheme.  ''The  cult  of  national  self-sufficiency,"  says  Professor 
Cannan,  '*is  incompatible  with  peace,  since  it  must  inevitably 
render  warfare  perpetual  by  making  it  necessary  for  each  nation 
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to  grab  territory  which  contains  the  source  of  some  product 
which  it  has  not  got  in  its  existing  territory,  and  which  it  must 
have  in  order  to  be  self-sufficient.  We  have  seen  a  little  of  this 
already;  it  would  be  more  and  more  serious,  the  more  intense 
the  worship  of  self-sufficiency." 

But,  if  the  nations  abandon  the  ideal  of  self-sufficiency  for  the 
purposes  of  defence,  it  is  still  possible  that,  on  purely  eco- 
nomic grounds,  they  may  pursue  an  economic  policy  which  causes 
antagonism  and  war.  Mr.  Zimmem  is  of  the  opinion  that  the 
economic  policy  of  the  world  has  caused  wars  in  the  past,  and 
with  this  opinion  few  will  disagree.  But  what  has  been  the 
really  harmful  feature  of  the  course  which  we  have  been  accus- 
tomed to  pursue?  To  this  more  definite  question  Mr.  Zimmem's 
answer  is  vague  and  unsatisfying.  To  his  mind  it  seems  that  the 
radical  evils  are  capitalism  and  the  search  for  i»*ofit,  and  a 
national  policy  based  upon  altruism  rather  than  upon  self-interest 
and  competitive  bargaining  is  not  in  his  view  inherently  impracti- 
cable. There  is,  however,  no  serious  attempt  in  his  paper  to 
suggest  the  means  for  carrying  out  such  a  policy.  We  are  told 
that  the  nucleus  of  the  necessary  machinery  is  already  in  opera- 
tion in  the  shape  of  the  executives  whieh  have  been  created  for 
securing  and  distributing  the  essential  commodities  required  by 
the  Allies  and  by  neutrals.  But  does  Mr.  Zimmem  imagine  that 
such  bodies  conduct  their  operations  without  any  resort  to  the 
methods  of  competitive  bargaining?  Again,  does  be  suggest  that, 
because  we  require  special  machinery  for  the  administration  of 
relief,  and  the  settlement  of  disputes  arising  out  of  monopoly 
situati(His  and  other  abnormal  cases,  we  require  similar  machi- 
nery to  deal  with  the  vast  volume  of  the  more  ordinary  trans- 
actions which  have  hitherto  been  conducted  with  considerable 
success  by  the  machinery  of  the  market-place?  It  is  not  the 
system  of  barter,  and  the  search  for  profit  which  are  evil,  but  the 
misunderstandings  and  misuses  of  barter  which  have  far  too  often 
destroyed  it  and  replaced  it  by  theft.  That  we  need  some  control 
of  the  market-place  and  some  protection  against  thieves  and  fools, 
both  national  and  international,  is  now  seldom  disputed,  and  we 
are  also  acquiring  each  year  a  fuller  understanding  of  the  truth 
that  in  the  long  run  every  individual  is  likely  to  gain  by  giving 
such  consideration  to  the  wants  of  others  as  is  conducive  to  the 
maximum  satisfaction  of  the  world  as  a  whole.  But  the  concrete 
problems  of  competitive  bargaining  and  of  the  disputes  which 
must  occasionally  arise  from  it  cannot  be  avoided,  and  those 
who  are  concerned  about  the  reconstruction  of  the  world  after  this 
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catastrophe  will  do  well  to  fix  their  attention  primarily  not  upon 

an — 

'*  Abstract  intellectual  plan  of  life, 
Quite  irrespective  of  lifers  plainest  laws, 
But  one,  a  man,  who  is.  a  man  and  nothing  more, 
May  lead  within  a  world  which,  by  your  leave. 
Is  Rome  or  London,  not  FooPs  Paradise." 

Oswald  T.  Falk 

Varldskrigets  Ekonomi.  By  Eli  P.  Heckscher.  (Stockholm  : 
P.  A.  Norstedt  &  Soners  Forlag.  1915.  Cr.  8vo.  Pp. 
243.) 

The  discussion  of  the  economics  of  the  great  world  struggle 
in  which  we  are  engaged  has  occupied  thinkers  throughout  the 
civilised  world.  Professor  Heckscher  was  early  in  the  field, 
fortifying  himself  with  information  gathered  in  a  journey  through 
a  number  of  the  belligerent  countries.  He  gives  comparatively 
little  space  to  the  statistical  data  collected,  in  part  for  the  very 
sound  reason  that  many  of  the  most  vital  particulars  for  a  statis- 
tical discussion  were  not  available  to  him,  and  will  not  be  made 
public  till  the  conclusion  of  the  war,  and  perhaps  not  then.  His 
inquiries  in  Germany  contribute  to  the  information  furnished 
in  the  volume  Uttle  that  was  not  already  known,  and  the  statistics 
actually  given  are  derived  almost  exclusively  from  English 
sources.  It  may  be  noted  in  passing  that  the  interpretation  of 
the  trade  statistics  of  the  United  Kingdom  is  not  entirely  satis- 
factory, as  it  appears  to  be  assumed  that  the  figures  of  our 
exports  of  such  goods  as  iron  and  steel,  fabrics  of  wool,  etc.,  to 
France  relate  to  supplies  for  the  British  forces  on  the  Western 
front. 

The  book  is  mainly  devoted  to  a  discussion  of  the  great  changes 
in  economic  organisation  consequent  on  the  absorption  in  military 
operations  of  a  large  part  of  the  male  population  of  many  coun- 
tries. These  problems,  in  their  general  features,  have  received 
constant  attention  among  ourselves,  and  much  of  the  argument 
of  the  Swedish  professor  is  tolerably  familiar  to  the  readers  of 
this  Journal.  The  remarkable  degree  of  adaptabihty  of  industry 
to  war  conditions  is  a  feature  which,  striking  as  it  is,  has  become 
familiar  since  the  time  when  this  book  was  in  preparation.  It 
has  manifested  itself  among  both  groups  of  belligerents,  and  fur- 
nishes ground  for  hope  that  the  reverse  process  of  transformation 
may  be  achieved  without  the  catastrophes  which  appear  to  some 
as  inevitable. 

The  problem  of  preparation  for  war  forms  the  subject  of  an 
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important  part  of  the  book,  and  the  author  concludes  that  the 
only  satisfactory  way  is  to  establish  reserve  stores  of  vital  com- 
modities, particularly  those  which  are  obtained  by  importation 
from  abroad.  He  rejects  the  alternative  of  import  duties  to  en- 
courage home  [Mroduction,  holding  that  the  desired  results  can 
be  more  economically  and  effectively  obtained  by  storage.  The 
desirability  of  accumulating  a  store  of  goods  in  preparation  for 
war  is  not  held  to  extend  to  the  case  of  gold,  the  accumulation 
of  a  gold  reserve  for  such  a  purpose  being  regarded  as  an  ineffec- 
tive financial  measure. 

If  we  can  say  that,  to  English  readers,  the  lines  of  the  Swedish 
professor's  discussion  of  war  economics  present  little  of  novelty, 
it  does  not  by  any  means  follow  that  the  book  is  lacking  in 
interest  and  stimulus.  Among  the  more  important  of  the  con- 
clusions reached  is  that  it  is  a  mistake  to  assert  that  war  condi- 
tions have  rendered  invalid  the  ordinary  principles  of  economic 
reasoning.  So  far  from  this  being  the  case,  our  author  asserts  that 
the  events  of  the  war  confirm  and  establish  the  justice  of  the 
accepted  principles.  The  conditions  to  which  they  are  applied 
are  changed,  but  the  validity  of  the  principles  themselves  remains 
unshaken.  It  is  probable  that,  with  the  more  varied  experience 
affcHxled  as  the  war  progresses,  this  conclusion,  at  any  rate,  will 
not  be  abandoned  when  the  author  continues  his  discussion,  for 
it  is  unlikely  that  he  will  be  content  with  a  survey  limited  to  the 
first  year  of  war.  A.  W.  Flux 

The   Development   of   Rates    of    Postage,      An   historical    and 
analytical  study  by  A.  D.  Smith,  B.Sc.(Econ.),  of  the  Secre- 
tary's OflSce,  General  Post  Office,  Lfondon ;  with  an  Intro- 
duction by  the  Rt.  Hon.  Herbert  Samuel,  M.P.,  Postmaster- 
General,  1910-14    and   1915-16.     (London :    George  Allen 
and  Unwin.    1917.    Pp.  431.    8vo.    Price  16*.  net.) 
This  is  one  of  those  useful  pieces  of  work  which  save  a  vast 
amount  of  labour  to  future  students  of  its  subject.    The  author 
writes  with  inside  knowledge,  has  been  afforded  official  facilities 
and  official  encouragement,  and  meets  with  something  approach- 
ing official  approval  in  the  commendation  of  an  ex-Postmaster- 
General,  whose  judgment  will  be  generally  endorsed. 

The  history  is  full  and  documented.  It  covers  the  letter, 
newspaper,  and  parcel  rates  in  England,  Canada,  the  United 
States,  France,  and  Germany,  the  minor  rates  (for  books,  post- 
cards, samples,  etc.),  international  rates,  and  local  rates  (the 
specially  low  charges  for  letters  posted  and  delivered  in  the  same 
No.  109. — ^voL.  xxvm.  h 
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postal  area).    But  the  part  of  greatest  interest  to  the  economist 

^  and  the  politician  is  the  analytical  section  and  conclusion,  of 

fifty-three  pages,  the  appendix  on  Post  OflSce  Eevenue,  and  the 

graphs  of  gross  and  net  revenue,  postal  rates,  and  other  statistics. 

Much  is  being  heard,  and  more  will  be  heard,  of  the  value  of 
cost  accounting  in  Government  business.  The  Post  OflSce  has 
set  an  excellent  example,  and  we  have  here  published  for  the 
first  time  a  detailed  description  of  the  method  by  which  the  cost 
of  dealing  with  the  various  kinds  of  postal  packets  is  calculated. 
The  method  rests  upon  various  assumptions  which  need  from 
time  to  time  to  be  tested  and  verified  anew,  and  upon  estimates 
which  leave  in  some  places  room  for  a  considerable  margin  of 
error.  But  the  method  is  on  the  whole  sound,  and,  in  the  hands 
of  those  who  understand  its  limitations,  yields  valuable  results. 
Both  the  ^methods  and  results  of  cost  accounting  in  general  are 
doomed  to  discredit  and  discouragement  if  left  to  those  who  have 
not  the  statistical  training,  insight,  and  special  qualifications  to 
bring  out  the  true  figures  and  interpret  their  real  bearing.  In 
this,  as  in  other  matters,  publicity  as  to  the  way  in  which  the 
V  figures  are  arrived  at  is  a  great  safeguard,  and  brings  its  reward 
in  criticism  and  suggestion. 

Goat  accounting  in  the  Post  Office  is  an  instrument  for  testing 
the  needs  of  offices,  numbers  of  staff  required,  and  generally  for 
controlling  expenditure.  In  the  volume  before  us  it  is  applied 
to  the  costs  of  certain  branches  of  the  postal  service  and  to  the 
comparison  of  expenditure  upon  the  letter  post,  postcards,  news- 
papers, parcels,  etc.,  with  the  receipts  from  postage  in  respect 
of  each  branch.  This  dissection  of  the  postal  surplus  will  be 
serviceable  to  future  writers  upon  public  finance ;  but  it  ia  hardly 
fair  to  the  author  to  give  his  results  away  in  a  review. 

Mr.  Smith  has  done  his  work  well.  The  fact  that  this  is  the 
fiftieth  volume  in  the  series  of  monographs  by  writers  connected 
with  the  London  School  of  Economics  calls  for  a  word  of  con- 
gratulation to  the  School  upon  the  stimulus  which  it  has  given 
to  economic  research  in  this  country  and  upon  the  high  standard 
of  quality  which  it  has  maintained.  Henry  Higgs 

Efficiency  Methods:  an  Introduction  to  Scientific  Management. 
By  M.  McKiLLOP,  M.A.,  and  A.  D.  McKillop,  B.Sc.(Eng.). 
C.E.  (Eoutledge  and  Sons,  Ltd.  1917.  Pp.  viii-f216. 
Price  is,  6d.  net.) 

The  subject  of  scientific  management  was  discussed  at  some 
length   in  the  Journal  for   September,   1917,  in  a  review  of 


Digitized  by 


Google 


1918]  OHAFMAN  :  OUTUKBS  OF  POUTIOAL  ECONOMY  99 

Scientific  Management,  Vol.  I.  of  "Harvard  BusincHs  Studies," 
and  a  re-examination  of  the  matter  may  be  here  dispensed  with. 
The  beginner  will  find  the  present  little  book  an  extremely  useful 
introduction  to  a  hotly  contested  discussion,  and  for  that  purpose 
it  may  be  cordially  recommended.  The  advantages  of  real  effi- 
ciency and  the  good  points  of  the  methods  suggested  are  clearly 
set  forth,  but  no  less  emphasis  is  laid  on  the  dangers  of  a  false 
"science"  cloaking  ordinary  capitalist  driving.  The  need 
for  the  management  to  become  efficient  itself  before  it 
starts  out  to  reform  the  workshop,  and  the  imperative  necessity 
for  associating  the  worionen  with  every  step  in  the  reform  pro- 
cess, are  kept  in  the  foreground.  The  reader's  special  atten- 
tion should  be  given  to  the  chapter  on  trade  unions. 

Hbnby  W.  Macbosty 


Outlines  of  Political  Economy.  By  8.  J.  Chapman,  M.A. 
(Lond(Hi :  Longmans.  Third  Edition.  1917.  Pp.  xvi  + 
468.) 

Thb  present  volume  is  the  third  revised  and  enlarged  edition 
of  Professor  Chapman's  Outlines.^  The  general  scheme  of 
the  work  is  unchanged,  but  there  are  two  additional  chapters  on 
the  Development  of  Political  Economy,  and  a  number  of  altera- 
tions in  detail  are  to  be  observed.  For  example,  the  treatment 
of  quasi-rent,  which  in  the  earlier  editions  was  distinctly  un- 
orthodox, is  here  brought  into  line  with  the  doctrine  as  expounded 
by  Marshall.  The  experience  of  the  war  is  adduced  with  con- 
siderable effect  in  several  places,  but  those  hasty  writers,  who 
believe  that  the  war  has  shown  up  the  economists  and  knocked 
the  bottom  out  of  their  most  cherished  theories,  would  derive 
scant  encouragement  fnnn  a  comparison  of  the  present  edition 
of  Professor  Chapman's  book  with  that  which  was  published  in 
1911.  In  these  pages,  at  least,  the  basic  conceptions  and  theories 
of  political  economy  remain  firm  and  unshaken,  and  those  stal- 
wart proCagmiists,  the  laws  of  supply  and  demand,  still  hold  the 
field  against  all  comers. 

Pkofessor  Chapman  appears  to  have  written  these  *' Outlines" 
principally  for  the  university  student,  and  his  book  is  to  be  com- 
mended to  any  (other  than  absolute  beginners)  who  wish  to  gain 
a  clear  idea  of  the  general  content  of  theoretical  political  economy. 
The  method  which  he  has  adopted  has  been  to  survey  a  large 
part  of  the  field  covered  by  economics  and  to  bring  out  in  each 

^  The  fint  editkm  wm  reviewed  in  the  Economio  Joubhal  of  BfAToh,  1912. 
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case  briefly  and  concisely  the  chief  theoretical  points  of  interest 
involved.  His  mainstay  throughout  is  the  maiginal  concept, 
the  great  value  of  which  is  undeniable;  nevertheless,  if  used 
quite  as  insistently  as  it  is  here,  it  is  apt  to  give  an  air  of  some- 
what academic  unreality  to  what  is  one  of  the  most  vital  and 
human  of  all  subjects.  This  book  has  grown  out  of  lectures  to 
students  at  Manchester  University,  but  the  present  reviewer, 
who  imbibed  his  first  notions  about  economics  while  sitting  at 
Professor  Chapman's  feet,  is  conscious  of  a  feeling  of  disappoint- 
ment at  finding  the  written  sentence  tmn  out — or  so  it  hppesxB 
to  him — cold  and  uninspiring  as  compared  with  the  well-remem- 
bered magic  of  the  spoken  word.  Perhaps,  also,  the  rather 
didactic -presentation  of  the  subject  proper  to  a  course  of  elemen- 
tary lectures  is  apt  to  become  rather  a  source  of  irritation  when 
met  with  in  print.  The  writing  of  an  elementary  text-book  on 
any  subject  is  a  difficult  and  a  thankless  task,  but  a  special  danger 
besets  the  path  of  the  writer  on  economics,  who  has  to  steer 
clear  both  of  the  Scylla  of  journalese  and  the  Charybdis  of  mere 
acBdemidsm.  The  criterion  of  success  is  the  extent  to  which 
an  intelligent  but  uninitiated  layman  is  enabled  to  realise  the 
subject,  is  given  a  clear  grasp  of  principle,  and  is  imbued  with 
a  keen  desire  to  follow  up  what  he  has  learnt.  It  is  difficult  to 
imagine  either  a  business  man  or  a  manual  worker  turning  with 
pleasure  to  this  book  in  his  leisure  hours  in  the  hope  of  picking 
up  general  notions  of  the  teachings  of  economics.  The  book 
seems  unnecessarily  academic  in  treatment  and  outlook ;  it  would 
surely  have  gained  very  greatly  in  interest  and  value  if  its  scope 
had  been  somewhat  restricted  and  a  considerable  amount  of  space 
devoted  instead  to  illustrations  drawn  not  from  the  imagination, 
but  from  the  actual  facts  of  business  experience. 

Professor  Chapman  is  well  known  for  his  writings  on  indus- 
trial and  labour  questions  and  for  his  great  knowledge  of  prac- 
tical affairs,  which  has  gained  for  him  the  respect  of  many  of  the 
hard-headed  manufacturers  and  business  men  of  Lancashire. 
Will  he  not  now  earn  the  gratitude  of  a  very  wide  public  by 
combining  in  his  next  book  his  knowledge  of  men,  of  the 
manifold  springs  of  their  actions,  and  of  the  actual  mechanism 
and  functioning  of  modem  industry  and  commerce  with  his  gift 
for  clear  exposition  and  his  mastery  of  economic  theory? 

C.  W.  QUILLBBAUD 
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Bbpobts  on  National  Expenditube. 

Finance  Accounts  of  the  United  Kingdom  for  the  year  1916-17 
(H.  of  C.  Paper  102  of  1917,  85  pp.,  6d.) ;  First  RepoH  from 
the  Select  Committee  on  National  Expenditure  (161  of  1917, 
10  pp.,  2d.) ;  Second  Report  (167  of  1917,  22  pp.,  3d.) ;  and 
Third  RepoH  (188  of  1917, 4  pp.,  Id.) 

The  Finance  Accounts  appeared  unusually  late  this  year  and 
only  in  time  for  this  number  of  the  Journal.  A  wholly  laudable, 
but  somewhat  pathetic,  striving  for  economy  has  led  to  the 
disappearance  of  some  dozen  blank  or  nearly  blank  pages  and  of 
the  familiar  blue  cover.  Otherwise,  to  a  superficial  view,  the 
war  has  made  little  difference  :  the  sum  paid  for  the  salaries  of 
the  Six  Trumpeters  in  Edinburgh  has  fallen  from  J998  8s.  5d. 
before  the  war  to  £77  5*.  lOd.  because  "the  salary  of  one  Trum- 
peter has  been  suspended  for  the  period  of  his  absence  on  military 
service,"  but  "The  Poor  Scholars  of  Oxford,"  though  the  pro- 
portion of  them  absent  is  more  like  5  in  6  than  1  in  6,  receive  as 
usual  the  £3  Is.  6d.  which  they  have  had  ever  since  the  riot  on 
St.  Sepulchre's  Day  in  the  reign  of  John.  Some  day,  perhaps, 
after  the  war  the  Treasury  may  find  time  to  eliminate  unneces- 
sary detail,  and  insert  instead  more  particulars  about  some  of  the 
larger  items. 

Comparing  the  figtures  with  those  of  the  last  year  of  peace, 
1913-14,  we  find  that  the  total  expenses  of  civil  government, 
including  education,  old-age  pensions,  health  and  unemployment 
insurance,  labour  exchanges,  grants  in  aid  of  local  taxation,  and 
the  Post  Office  have  remained  almost  stationuy  at  about  JG97m., 
natural  increases  and  increases  due  to  the  war  being  about 
balanced  by  war  economies  and  savings  due  to  absences  on  mili- 
tary service.  Interest  on  debt,  including  that  on  the  "Other 
Capital  Liabilities,'*  was  about  J920m.  in  1913-14  and  had  risen  to 
about  J9l28m.  in  1916-17,  but  this  is  the  amount  actually  paid 
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while -.the-ZagfttegSite  liabilities  were  largely  increasing.  The 
.int^itest  payable  on  what  was  due  at  the  end  of  the  year  must  be 
:ui'iaiB  neighbourhood  of  dBlQCm.  And  finally,  naval  and  military 
expenses  were,  excluding  repayment  of  debt  in  military  and  naval 
votes,  about  £75m.  in  1913-14  and  £l,971m.  in  1916-17.  The 
corresponding  figure  for  1915-16  was  d61,398m.  and  for  the  eight 
war  months  of  1914-15  it  may  be  put  at  de410m.,  making  a  total 
to  March  31st  of  dBS ,779m.,  or,  if  we  deduct  d6213m.  for  naval 
and  military  expenses  on  the  scale  prevailing  just  before  the  war, 
d63,566m.  for  the  special  cost  of  the  war.  The  Committee  on 
National  Expenditure  make  it  £5 ,000m,  up  to  September  30th, 
1917. 

If  we  assume  that  the  war  had  to  begin  and  cannot  be  stof^d, 
we  may  still  find  it  interesting  to  inquire  whether  it  ought  to 
have  cost  so  mucB,  and  possibly  advantageous  as  well  as  interest- 
ing to  inquire  whether  its  cost  should  continue  on  its  upward 
course.  For  this  purpose  the  Committee  on  National  Expenditure 
have  been  appointed,  and,  so  far  as  can  be  seen  at  present,  they 
are  doing  very  good  work  and  likely  to  be  of  great  service.  They 
have  made  a  large  number  of  useful  suggestions  on  points  of 
detail  which,  in  the  aggregate,  may  mean  the  saving  of  hundreds 
of  millions,  and  they  have  also  managed  to  bring  out  some  prin- 
ciples neglect  of  which  has  cost  our  own  State  and  the  com- 
munity  of  nations  even  larger  sums.  One  of  these  appears  in  §9 
of  the  First  Beport.  It  is  what,  when  once  stated,  seems  a  very 
obvious  truth — that  in  the  choice  between  different  military  poli- 
cies their  comparathre  cost  is  one  of  the  matters  which  should  be 
taken  into  consideration,  or,  in  other  words,  if  there  are  two  ways 
of  gaining  the  same  end,  the  cheaper  ought  to  be  preferred. 
The  Committee  found  that  "the  Imperial  General  Staff,  who  are 
the  advisers  of  H.M.  Government  on  all  matters  of  military 
operations,  are  not  instructed  to  consider,  and  do  not  regard  it  as 
part  of  their  functions  to  consider,  the  money  cost  of  any  policy 
which  they  may  propose." 

In  the  Second  Beport  they  touch,  though  with  a  much  less 
certain  hand,  an  even  more  important  cause  of  expense,  the  belief 
that  the  war  ought  to  be  and  can  be  carried  on  without  any 
economic  loss  except  that  of  the  luxuries  of  the  wealthy.  They 
are  sure  that  neither  the  percentage  of  profits  nor  the  commodi- 
ties and  services  which  can  be  purchased  with  wages  should  be 
increased  in  consequence  of  the  war,  but  they  shrink  from  bold 
assertion  of  the  truth  that  the  mass  of  the  population  must  not 
expect  to  be  as  well  off  in  war  as  in  peace.     The  furthest  they 
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will  go  i8  to  be  found  in  §33  :  "  The  strongest  case  should  be  re- 
quired to  be  established  before  any  advance  of  wages  is  conceded 
on  any  ground  other  than  the  rise  in  the  cost  of  living.  Nor 
should  it  be  regarded  as  a  rule — and  we  have  no  reason  to  think 
that  Labour  in  general  desires  that  it  should — that  wage-earners 
in  receipt  of  not  inadequate  pay  before  the  war  should  be  ex- 
empted from  all  share  in  the  economic  sacrifices  involved  by  a 
state  of  war."  They  recognise  in  §32  that  increases  of  wages  to 
meet  the  increased  cost  of  living  result  in  still  further  increase  in 
cost  of  living  and  vastly  increase  the  cost  of  the  war,  but  they 
fail  to  draw  the  inference  that  wages  ought  not  to  be  increased  to 
meet  the  cost  of  living,  that  if  they  were  not,  the  cost  of  living 
would  not  rise  so  much,  and  the  cost  of  the  war  would  be  less, 
while  at  the  same  time  the  actual  necessaries  and  comforts  enjoyed 
by  the  mass  of  the  population  would  have  been  greater  than  it 
is  because  the  required  reduction  of  consumption  would  have  been 
effected  quietly  and  economically  in  normal  ways  instead  of  by 
the  noisy  and  wasteful  methods  of  Sir  Arthur  Yapp,  Lord 
Bhondda,  and  all  the  other  (Controllers  with  their  gigantic  staffs 
of  flappers  and  incapable  men.  Far  from  attempting  in  a 
futile  mann^  to  keep  the  mass  of  the  population  in  the  same 
comfort  as  before  by  raising  their  money-wages,  a  State  which 
wished  to  carry  on  a  war  of  the  present  magnitude  ought  to  have 
endeavoured  at  once  to  reduce  their  net  money  means  by  heavy 
taxation.  It  is  true  that  something  in  that  way  was  done,  but 
how  little  t  The  yield  of  Customs  and  Excise  together  only  rose 
from  £75m.  in  1913-14  to  £127m.  in  1916-17.  Though  per 
capita  money  income  has  increased  enormously  in  the  hundred 
years,  and  especially  in  the  last  three  years,  the  higher  figure 
means  little  more  per  head  than  was  paid  towards  the  end  of  the 
Napoleonic  war.  Having  given  too  much  and  taken  too  little 
directly,  the  State  might  still  indirectly  have  got  back  some  con- 
siderable amount  of  what  it  had  squandered,  by  allowing  the 
people  to  pay  high  prices  and  taking  the  profits  resulting  from 
them.  But  no!  Instead  of  that  it  sells  cheap  when  it  has  got 
the  whole  supply  of  an  article  in  its  own  hands,  and  cuts  off  the 
yield  of  the  excess  profits  tax  by  enforcing  maximum  prices  upon 
other  sellers.  And  the  results  are  the  queue,  equal  rations,  and 
the  most  dangerous  discontent  among  a  people  which  has  plenty 
of  money  but  cannot  buy  anything  except  drapery. 

Some  complain  of  a  **  vicious  circle  "  and  say  they  cannot  see 
where  to  break  it.  Expenditure  rises  because  prices  rise,  and 
prices  rise  because  expenditure  rises.     But  the  simile  of  the  kitten 
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chasing  its  tail  is  far  more  appropriate.  If  the  kitten  will  go 
slower  the  tail  will  go  slower.  The  seat  of  volition  is  in  the 
Government.  The  Chairman  of  the  Committee  complained  in 
the  House  of  Commons  on  January  30th  that  in  the  half-year 
since  it  was  appointed,  while  its  recommendations  for  economy 
in  detail  had  been  largely  adopted,  increases  of  expenditure  add- 
ing nothing  whatever  to  the  goods  and  services  obtained  by  the 
Government  had  been  sanctioned  to  the  extent  of  j£196m.  per 
annum — just  about  the  whole  expenditure  of  the  State  before  the 
war. 

£ 

The  subsidy  given  to  reduce  the  price  of  bread       45»000,000 

Subsidy  given  to  growers  of  potatoes            5,000,000 

Further  bonus  given  to  bakers  to  encourage  them  to  use  potatoes 

in  the  baking  of  bread      150,000 

Increase  in  the  payment  of  soldiers  and  sailors       65,000,000 

Additional  sums  paid  in  increased  pay  to  officers  of  the  Army 

and  Navy 7,350.000 

Bonus  or  wage  advance  to  miners     20,000,000 

Bonus  or  wage  advance  to  mimition  workers,  direct  and  indirect.. .  40,000,000 

Ditto,  railway  workers             10,000,000 

Ditto,  Civil  servants 3,000.000 

Ditto,  teachers  in  Ireland        170,000 

Ditto,  Irish  poh'ce         100,000 

Additional  grant  to  the  National  Insurance  Fund 400,000 

Total  increase  £196.170,000 


Faced  by  such  profligacy,  we  call  to  mind  the  truest  of  all  pro- 
verbs :  **  Light  come,  light  go.'*  Government  can  spend  sums 
nine  times  as  large  as  its  pre-war  expenditure  and  more  than 
equal  to  the  pre-war  total  income  of  all  its  subjects  because  it  is 
able  to  get  the  money  by  other  means  than  taxation.  If  confined 
to  taxation,  it  would  be  prevented  from  raising  so  much  by  the 
unpopularity  of  additional  imposts  :  spending  less,  it  would  still 
be  able  to  get  just  as  much  as  at  present  owing  to  the  lower  level 
of  wages  and  prices  within  the  country,  and  the  people  would  be 
somewhat  better  off. 

The  contribution  made  by  taxation  to  the  cost  of  the  war 
shown  by  the  accounts  before  us  is  considerable  in  proportion  to 
the  pre-war  taxation,  but  trifling  in  comparison  with  the  total  ex- 
penditure. Customs  and  Excise,  as  already  mentioned,  rose  from 
£75m.  before  the  war  to  £127m.  in  1916-17,  income  tax  and 
super  tax  from  de47m.  to  £205m.,  and  the  excess  profits  tax 
yielded  £140m.,  a  total  increase  of  f350m.,  the  other  branches 
of  taxation  remaining  nearly  the  same.  Increase  of  taxation  thus 
provided  only  about  one-sixth  of  the  increase  of  expenditure. 
Though  the  yield  will  be  larger  during  the  present  year,  there 
is  lilt!e  prospect  of  the  proportion  rising  much  above  one-sixth. 
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The  rest  of  the  increase  of  expenditure  was  provided   for  by 
increase  of  debt  as  shown  in  the  following  table  : — 

"  NATIONAL  "  or  "  DEADWEIGHT  DEBT  "  1014-17 
(miOion  £  at  Maroh  31) 

1014.        1015.        1916.        1917. 
Ponded     debt,     indudiiig     tenmnable 

•nnoitiee 

3)  per  cent.  War  Stock  and  Bonds  1925-8 
4*      „  „  ..        1925-45 

«        M  ••  „        1929-47 

4  per  cent,  tax  compounded  1929-42 

5per  cent.  American  loan«  1920 

War  expenditure  certificaiee  (2  years)    . . . 
War  Savings  certificates  (5  years) 
Exchequer  Donds  2]  and  3  per  cent.  1915 

„  „       3  per  cent.  1920 

,»       5  per  cent.  191^.  *20,  *21 

„  M       6  per  cent.  1920 

Treasury  Bills         

Temporary  Advances        

Other  debt 

Total 

Increase  in  the  year     

Unlike  the  increase  of  debt  during  the  previous  "Great  War," 
which  greatly  exceeded  the  amount  of  money  borrowed,  the 
increase  shown  here  does  not  differ  much  from  the  sums  actually 
received,  as  the  diminution  in  the  capital  of  the  debt  involved 
in  the  conversion  of  Consols  into  War  Jjoan  has  to  be  set  against 
the  discounts  and  expenses  of  the  new  issues.  The  total  includes 
the  amount  obtained  by  the  issue  of  currency  notes  in  excess  of 
issue  as  exceeded  the  JE28^m.  of  gold  held  against  them,  as  this 
excess  is  "invested**  in  taking  up  one  or  other  of  the  securities 
named  in  it. 

The  amount,  at  first  sight,  seems  astonishing  and  incredible 
if  we  place  any  reliance  on  pre-war  estimates  of  national  income 
as  something  probably  under  £2 ,400m.  and  national  savings 
as  something  probably  under  £400m.  Individuals  certainly  are 
not  saving  all  their  incomes  beyond  what  is  exacted  in  taxation 
and  lending  them  to  Government !  But  astonishment  and  incre- 
dulity diminish  when  we  reflect  that  money  comes  out  from  the 
Exchequer  as  fast  as  it  goes  in,  and  even,  owing  to  the  weekly 
issue  of  about  a  million  of  fresh  currency  notes,  a  little  faster. 
The  profusion  of  Government  allows  its  subjects  to  lend  it  more 
money — the  growing  (Hofusion  of  Government  allows  its  subjects 
to  lend  it  larger  and  larger  amounts.  If  the  Government,  recog- 
nising the  national  importance  of  the  production  of  sound  eco- 
nomic opinion,  will  provide  a  subsidy  of  £50  for  each  article  in 
the  Economic  Journal,  the  present  writer,  at  any  rate,  will  be 
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ready  to  invest  £50  in  War  Bonds — nay,  he  will,  to  save  trouble, 
accept  payment  in  War  Bonds.  Writers  on  public  finance  have 
fumbled  over  the  "limits  to  public  expenditure/*  the  prices  of 
commodities  and  services  being  taken  as  fixed,  or  the  effects  of 
change  being  eliminated  by  discussing  percentages  of  income. 
The  power  of  Governments  to  obtain  human  energy  for  the  pur- 
pose of  fighting  the  enemy  is  certainly  limited,  but  the  limitation 
is  based,  not  on  the  impossibility  of  getting  more  money,  but  on 
the  limitation  of  the  quantity  of  energy  available.  Provided  the 
money  is  paid  out,  it  can  .be  raked  in  again.  It  could  be  raked 
in  again  (the  excess  profits  duty  furnishes  an  easy  example)  by 
taxation  as  well  as  by  borrowing  except  for  the  fact  that  the 
human  mind  appreciates  the  futility  of  the  business  better  when 
f  100  collected  by  the  State  means  immediately  ^100  paid  by  the 
subjects  in  taxes  than  when  dGlOO  received  means  £100  imme- 
diately paid  away  for  the  prospect  of  receiving  £5  (less  income 
tax)  per  annum,  while  at  the  same  time  paying  in  the  future 
enough  additional  taxes  to  pay  that  income  plus  expenses  of 
management  of  debt  and  the  cost,  direct  and  indirect,  of  col- 
lecting the  new  taxes. 

The  possibility  of  paying  out  and  raking  in  indefinitely  large 
sums  seems  to  be  bound  up  with  the  co-existence  of  a  currency 
which  can  be  indefinitely  enlarged.  A  finite  currency,  such  as 
that  provided  by  a  particular  metal,  will  be  found  insufficient,  its 
insufficiency  will  cause  a  want  of  confidence,  and  the  want  of 
confidence  will  prevent  money  being  lent  sufificiently  rapidly 
to  maintain  the  profuse  expenditure.  Hence  the  perpetually 
increasing  issues  of  paper  money  even  by  the  more  solvent 
Governments,  to  whom  the  amoimts  secured  by  the  issues  them- 
selves are  comparatively  unimportant.  The  Committee  look  with 
some  suspicion  on  the  issue  of  currency  notes,  but  blunder  badly 
in  adopting  the  view  that  it  would  raise  prices  more  to  pay  the 
additions  to  the  issue  out  directly  to  contractors  and  other  persona 
employed  by  the  Government  in  exchange  for  services  performed 
by  them  than  to  pay  them  to  banks  which  give  in  exchange  other 
currency  which  can  be  so  paid  out.  What  possible  difference  can 
it  make  whether  a  munitioner  gets  a  pound-note  hot  from  the 
press  or  cold?  Edwin  Cannan 
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ON    ABSOLUTE    PRICE,    AND    INDEX    NUMBERS 

OP    PRICE. 

I. 

It  is  a  truism  that  there  cannot  be  a  simultaneous  rise  in  all 
values  :  and  it  is  equally  obvious,  after  a  moment's  thinking,  that 
there  cannot  even  be  rises  in  the  value  of  some  c6mmoditie8 
which  prevail  in  magnitude  over  the  falls  in  others,  for  that 
would  mean  a  rise  in  the  average  value.  If  such  a  state  of  things 
appears  to  exist,  it  implies  that  values  have  not  been  accurately 
measured;  and  this  again  is  referable  to  the  want  of  a  proper 
standard  of  value. 

To  arrive  at  a  proper  standard  we  proceed  as  follows  : — 
Let  the  person  a  possess  a  quantity  a^  of  a  certain  commodity. 
„        „      a        ,,  „         a,  „  another  „ 

„        „      6        „  „  bi  „  the  first  „ 

and  so  on.     And  let  the  prices  of  these  commodities,  in  terms 
of  any  standard,  be  Pi^  p^^  etc.  , 

So  that  the  wealth  of  the  person  a  is 

^«  -  Pi«i  +  Tfit  +  . . .  =  tpa 
Then  the  total  amoimt  of  the  first  commodity  is 

and  the  total  wealth  of  the  community  is 

Now  suppose  that  while  the  goods  in  existence  remain  the 
same  as  before,  the  subjective  valuation  of  them  by  the  people 
changes,  for  any  reason ;  so  that  the  price  of  the  first  commodity, 
in  terms  of  the  same  standard  as  before,  becomes  pi  +  hpi  and 
so  on. 

Then  the  increase  in  the  total  wealth  of  the  community  is 

hW  =.  QxSpi  +  e^,  + ^XQhp. 

Now  in  general  this  increase,  being  exjM'essed  in  terms  of  an 
arbitrary  standard  (say  for  brevity,  gold)  will  not  be  zero.  But 
it  seems  to  accord  with  the  essential  meaning  of  the  term  "  value  *' 
that  such  a  subjective  revaluation  as  we  have  supposed  should 
not  imply  a  change  in  total  wealth,  but  that  any  gain  in  value 
of  some  commodities  is  necessarily  at  the  expense  of  a  loss  by 
others,  such  that  the  total  is  unchanged.  Adopting  this  view,  we 
require  a  new  standard  to  which  gold  prices  must  be  reduced, 
and  we  shall  give  to  this  the  designation  "absolute/'  and  obtain 
Definition  (1) 
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**  Absolute  price  is  price  expressed  in  terms  of  a  standard 
such  that  a  revaluation  of  commodities,  unaccompanied  by  any 
change  in  their  amount,  causes  no  change  in  the  total  of  wealth." 

Then  let  g  be  the  price  of  gold  in  terms  of  the  absolute 
standard,  and  the  absolute  price  of  any  commodity  be 

Then 

BlirQ  =  0  =  BlgpQ 

or 

gXQip  +  XpQ.&g^O 
whence 

Sg_      XQip_      SQto  ... 

7- -2^ IT ^^) 

This  equation  enables  us  to  express  the  fluctuations  in  the 
absolute  price  of  gold,  and  consequently  to  realise  the  absolute 
standard  of  value  (except  for  a  constant  factor,  which  is  arbitrary 
and  of  no  importance). 

This  definition,  however,  is  not  the  only  possible  one,  and 
it  may  be  objected  that  when  a  subjective  revaluation  occurs, 
the  efforts  of  the  community  will  no  longer  be  directed  in  the 
same  way  as  before ;  but  that  insofar  as  the  continued  production 
of  new  goods  is  in  question,  the  condition  of  unchanged  production 
is  really  inconsistent  with  the  premiss  of  changed  values.  We 
ought  rather  to  suppose  that  production  is  modified  to  suit  the  new 
values,  but  that  the  total  of  productive  effort  remains  the  same 
as  before.    We  then  obtain  Definition  (2) : 

*' Absolute  price  is  price  expressed  in  terms  of  a  standard 
such  that  a  revaluation  of  commodities,  accompanied  by  the 
consequent  redistribution  of  effort  in  production,  the  total  of 
effort  being  unchanged,  causes  no  change  in  the  total  of  wealth.** 

Let  g'  be  the  price  of  gold  in  terms  of  this  new  standard, 
and 

tt'  «  g'p 

be  the  price  of  any  commodity. 

Let  Cj  be  the  elasticity  of  supply  of  the  first  commodity 
expressed  in  gold  prices,  or 

'      Qidpi 

Then  the  wealth  of  this  kind  produced  under  the  new  con- 
ditions will  be  {pi  +  8pi)  {Qi  +  BQ^)  and  will  exceed  the  total 
under  old  conditions  by 

Pi«Qi  +  Qi«Pi  =  (1  +  ei)  QiBp, 
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Similarly  let  €|  be  the  elasticity  of  supply  expressed  in  absolute 
prices,  so  that  the  increase  in  the  wealth  of  the  first  kind  is 

(l  +  «,)ei&ri 
and  the  increase  in  total  wealth 

STr-2(l  +  «)eSTr  =  0 
by  definition. 

[For  the  changes  in  the  Q's  are  not  arbitrary,  but  are  connected 
by  the  condition  that  their  sum  must  be  such  as  to  save  as  much 
effort  in  some  directions  as  is  spent  in  others.] 

But 

(^    Q(g'fy  +  pSs^) 
so  that 

Hence 

"iQig'Bp  +  pBg' +  e^^) 
-2Q{pV  +  (l  +  «)S7'«p}  =  0 
Q  Bff'  SQ(1  +  e)Bp         lQa  +  e)Sp 

¥ W"^ 'if         '••   ^^^ 

The  first  of  these  definitions  may  be  distinguished  as  the 
capital,*'  the  second  as  the  ** income"  definition  of  absolute 
price. 

Subjective  revaluations  in  nature  are  not  abrupt,  though 
they  may  be  rapid  (e.g.,  on  outbreak  of  war) ;  we  must  therefore 
suppose,  in  (»rder  to  realise  the  first  definition,  that  the  revaluation 
happens  in  a  time  too  short  for  an  appreciable  change  in  the 
existing  stock  of  goods.  In  order  to  realise  the  second  definition, 
it  must  be  supposed  to  happen  in  a  time  too  short  to  admit  of  an 
appreciable  change  in  the  amount  of  natural  resources,  capital, 
labour  and  enterpriser's  ability  in  existence.  The  term  "effort  ^ 
in  the  definition  is  to  be  taken  as  including  the  use  of  the  material 
factors  available  for  the  human  effort. 

If  the  money  used  by  the  community  be  not  a  mere  means 
of  exchange,  but  has  value  in  itself,  it  must  be  counted  as  one 
of  the  conmiodities  :  for  it,  of  course,  Sp^O. 

n. 

Index  numbers  are  based  on  the  theory  that  changes  in  the 
value  of  gold  are  measured  inversely  by  changes  in  the  weighted 
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mean  of  gold  prices.  This  would  appear  to  be  in  accordance 
with  equation  (1);  but  the  commodities  chosen  for  calculating 
index  numbers  are  always  such  as  form  an  important  part  of 
income  rather  than  of  capital.  Hence  the  customary  index  num- 
bers while  they  give  a  workable  approximation  in  the  case  of 
changes  due  to  abundance  or  scarcity  of  money,  do  not  apply 
correctly  to  such  cases  of  revaluation  as  are  considered  above. 
On  the  other  hand,  the  basis  of  index  numbers  is  not  consistent 
with  equation  (2).  (Though  the  inconsistency,  being  only  in  the 
weighting,  may  not  be  important  in  practice.) 

Any  arbitrary  set  of  changes  in  prices  and  quantities  may  be 
expressed  as  the  sum  of  a  change  in  demand  (or  subjective  revalua- 
tion) and  a  change  in  supply  (or  in  effort),  in  the  foregoing.  At 
first  sight  it  might  be  thought  that  on  allowing  for  the  latter,  the 
absolute  price  of  gold  might  be  determined  by  means  of  the  change 
in  demand. 

But  the  equation  of  exchange  is  : — 

tnpQ^MV (3) 

where  n  is  the  number  of  times  any  piece  of  wealth  is  sold,  M  is 
the  amount  of  money,  and  V  the  frequency  with  which  it  is  used. 
Now,  if  the  quantity  and  frequency  of  money  remain  the  same,  it 
is  clear  that  a  knowledge  of  the  conditions  of  supply  and  demand 
alone  will  not  enable  us  to  calculate  Sp  since  n  is  unknown.  Of 
course,  if  the  ^s  are  known  historically  equation  (1)  can  be  ap- 
plied to  find  the  absolute  price  of  gold ;  but  if  only  the  nature  of  the 
change  in  demand  is  known,  equation  (1)  can  only  be  applied  in 
such  a  way  as  to  satisfy  equation  (3).  That  is,  an  index  number, 
even  if  it  took  into  account  all  commodities,  and  was  weighted 
in  accordance  with  their  quantity,  would  only  give  correctly 
changes  in  the  value  of  gold  due  to  monetary  changes,  but  not 
those  due  to  changes  in  supply  and  demand  of  commodities  (t.e. , 
if  value  be  identified  with  absolute  price  as  defined  in  this  paper). 

ni. 

At  the  beginning  of  the  war  an  abrupt  change  in  demand 
caused  the  value  of  most  consumption  goods  to  rise  relatively  to 
most  instrumental  goods  (including  with  the  latter  durable  con- 
sumption goods  like  houses).  Now,  the  quantity  of  consumption 
goods  in  existence  is  much  smaller  than  that  of  instrumental^  but 
the  value  of  n  for  the  former  much  exceeds  that  for  the  latter. 
Consequently,  although  %nQSp  was  positive,  that  of  tQip  was 
negative,  hence  by  (1)  Bg  was  positive,  i.e.,  the  absolute  price  of 
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gold  rose.  (Money  is,  of  course,  much  in  request  in  time  of  crisis.) 
Subsequently,  monetary  inflation  tended  to  neutralise  the  rise  in 
value  of  money,  while  exaggerating  the  rise  in  the  gold  price  of 
consumable  goods. 

At  a  later  stage  the  assumption  of  a  constant  stock  of  goods 
involved  in  equation  (1)  is  to  be  replaced  by  the  assumption  under- 
lying equation  (2)  of  constant  effort  turned  into  new  directions. 
Later  still  no  doubt  the  total  of  effort  was  increased. 

The  extremely  high  gold  price  of  consumption  goods  in  the 
later  years  of  the  war  cannot  be  explained  in  accordance  with 
equation  (3)  entirely  by  an  increase  in  M  and  a  decrease  in  Q. 
No  doubt  there  is  inflation  of  currency,  not  neutralised,  in  England 
at  least,  by  hoarding ;  also  the  total  output  of  goods  is  probably 
less  than  in  peace  time,  despite  greater  effort.  But  it  is  worth 
while  enquiring  whether  a  decrease  in  n  is  not  of  importance 
too.  This  comes  about  in  two  ways;  a  great  part  of  the  effort 
goes  to  produce  a  commodity— military  service— that  is  only  sold 
once.  Secondly,  the  difficulties  placed  in  the  way  of  trade,  and 
especially  of  speculation,  would  diminish  n  and  so  tend  to  raise 
gold  prices;  a  consequence  almost  ludicrously  in  conflict  with 
the  intentions  of  governments  in  discouraging  speculation. 

The  phenomena  observed  in  a  commercial  crisis  are  in  many 
ways  similar  to  those  of  the  first  phase  of  the  war;  commercial 
cycles  generally  afford  good  illustrations  of  the  theory. 

If  the  taxable  income  of  the  United  Kingdom  for  the  last 
half  century  ^  be  graphed,  it  will  be  found  to  show  marked 
inequalities  of  progress.  If  the  figures  be  reduced  by  means  of 
Sauerbeck's  index  number  the  series  shows  almost  equal  irregu- 
larities in  the  opposite  sense.  The  curve  is  made  much  smoother 
by  the  use  of  a  new  index  number  =:  Sauerbeck's  index +  85. 
This  of  course  is  far  from  showing  that  the  new  index  is  correct ; 
but  it  may  serve  to  show  that  for  some  purposes  the  usual  indices 
like  Sauerbeck's  are  incorrect. 

B.  A.  Lehfbldt 
Johannetborg, 
Jun;  1917. 

Extracts  from  German  Periodicals  Rei^atinc.  to  the  War. 

The  Annalen  des  DetAtschen  Reiches,  1917,  Nos.  1-4,  gives  a 
good  analysis  of  the  Auxiliary  Service  Act.  The  principal  objects 
of  the  Act  are  to  place  supplies  of  labour  at  the  disposal  of  the 
munitions  industries  and  to  set  free  for  the  Army  men  hitherto 

»  stamp,  J.  C. :  BfHUh  lnoom€*  and  Property,  p.  3IS. 
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indispensable  at  home.  Every  male  German  between  the  ages  of 
17  and  60  is  liable  to  auxiliary  service,  provided  he  has  not  been 
called  up  for  army  service.  Every  German  is  subject  to  auxiliary 
service  without  distinction  of  rank,  position,  or  calling,  irrespective 
of  the  class  of  the  population  to  which  he  belongs,  whether  he  is 
an  employer  or  an  employee,  whether  he  is  a  manufacturer,  a 
trader,  an  artisan,  a  business  man,  or  a  farmer,  whether  he  is  a 
member  of  the  learned  professions  or  a  labourer,  whether  he  b 
rich  or  poor,  whether  he  is  dependent  on  his  own  labour  for  his 
subsistence  or  not. 

Men  liable  to  military  service  are  also  liable  to  auxiliary 
service.  During  the  period  when  they  are  in  the  Army,  however, 
the  latter  obligation  is  dormant.  But  if  a  man  is  discharged,  it 
comes  into  force  again  automatically.  This  is  particularly  impor- 
tant in  the  case  of  men  who  are  temporarily  exempted,  and  who, 
during  the  period  between  their  discharge  and  their  return  to  the 
Army  are  subject  to  auxiliary  service. 

The  auxiliary  service  obligation  falls  only  upon  men.  It  does 
not  apply  to  females  or  to  lads  under  17.  There  was,  indeed,  a 
movement  among  German  women  to  bring  about  their  inclusion 
in  the  Act.  But  no  urgent  necessity  for  this  was  recognised. 
There  is  no  lack  of  female  workers.  The  labour  market  in 
general  always  shows  a  large  surplus  of  women  workers.  It  was 
therefore  not  necessary  to  make  women  also  liable  to  patriotic 
auxiliary  service.  This  does  not  mean  that  there  was  any  desire 
to  dispense  with  the  services  of  the  women.  The  voluntary  offer 
of  those  services  is  expected. 

The  competent  authorities  have  the  right,  within  the  scope 
of  the  Act  to  dispose  of  the  activities  of  every  private  individual. 
Any  man  liable  to  auxiliary  service  can  at  any  time  be  called  up 
for  it,  and  indeed,  as  is  the  case  with  military  service,  even  when 
living  abroad.  The  Auxiliary  Service  Act  divides  the  entire 
economic  life  into  two  parts — that  which  is  concerned  with  the 
war  and  that  which  is  not.  The  former  is  called  "patriotic  auxili- 
ary service."  In  this  the  more  important  class  is  placed  work 
in  connection  with  official  bodies,  in  war  industries,  in  agriculture 
and  forestry,  in  sick-niu^ing,  in  war  economy  organisations  of 
every  kind,  or  in  other  occupations  or  businesses  which  are  of 
direct  or  indirect  importance  for  the  conduct  of  the  war  or 
supplying  the  people's  needs. 

In  canying  out  the  required  rearrangements  the  voluntary 
principle  is  to  be  employed  as  far  as  possible.  (But  by  a  new  order 
of  Nov.  9  a  larger  measure  of  compulsion  is  introduced).    There 
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are  elaborate  provisions  for  the  legal  protection  of  those  liable  to 
auxiliary  service. 

The  whole  of  the  administration  is  in  military  hands.  Deci- 
sions are  entrusted  to  conmiittees  which  are  variously  constituted 
according  to  the  nature  of  their  duties.  They  are  of  three  types  : 
(1)  Committees  which  have  to  decide  : — (a)  Whether  an  occupa- 
tion or  business  within  the  meaning  of  the  Act  is  of  importance, 
directly  or  indirectly,  for  the  conduct  of  the  war  or  supplying 
the  people's  needs ;  (b)  Whether  and  to  what  extent  the  number 
of  persons  employed  in  a  calling,  an  organisation,  or  a  business 
exceeds  its  requirements.  (2)  Committees  which  have  to  decide 
as  to  the  calling  up  of  individuab  liable  to  auxiliary  service. 
(3)  Committees  which  have  to  decide  appeals  against  refusal  to 
grant  a  leaving  certificate  (the  certificate  which  a  man  liable  to 
auxiliary  service  must  bring  from  his  previous  employer  before 
be  is  engaged  by  another). 

Thus,  without  shaking  the  foundations  of  economic  life,  it  will 
be  possible  to  divert  large  numbers  of  men  from  unessential 
occupations  to  war  industries. 

The  December  number  of  Technik  und  Wirtschaft  (No.  35, 
1917)  cites  results  obtained  from  the  employment  of  women  in  war 
industries,  especially  in  foundries. 

The  output  of  the  women  is  only  in  exceptional  cases  equal 
to  that  of  the  men ;  as  a  general  rule  they  average  §  or  }  of  a  man's 
production.  The  use  of  special  clothing  for  women,  such  as  vests, 
trousers,  and  caps,  had  a  very  favourable  influence  on  the  increase 
in  production.  By  wearing  male  attire,  women  are  able  to  under- 
take work  of  a  kind  which  they  had  hitherto  been  prevented  from 
doing,  and  as  a  result  of  this  the  number  of  male  sta£f  can  be 
reduced.  Another  consequence  of  this  special  attire  for  women  is 
that  they  are  better  able  to  resist  changes  of  temperature  (as  is 
the  case  in  foundries),  and  are  thus  less  liable  to  catch  colds. 
Vests,  trousers,  and  caps  also  give  better  protection  against  dust, 
and  are  a  safeguard  against  accidents. 

As  to  wages,  it  is  rather  difficult  to  adopt  the  principle  used  in 
machinery  shops,  namely,  paying  women  for  piece-work  §  of  a 
man's  salary.  Work  changes  constantly  in  foundries,  and  a 
casting  which  is  made  to-day  by  a  man  may  be  made  to-mcnrow 
by  a  woman.  To  avoid  difficulties,  which  most  likely  would  arise 
if  one  and  the  same  kind  of  work  was  paid  on  a  different  scale,  it 
has  been  thought  better  to  pay  women  at  the  same  rate  as  men. 
One  danger  will  always  remain — that  women  will  endeavour  to 
get  employment  in  the  machine  shops,  a  kind  of  work  which  they 
No.  109.— VOL.  xxvm.  I 
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undoubtedly  prefer,  when  the  high  wages  offered  them  in  foundries 
have  no  more  charm  for  them. 

According  to  the  statistics  of  the  General  Local  Sick  Pay 
Ofl&ce,  Berlin,  in  Dec.,  1916,  only  16.7  per  cent,  of  the  women 
(of  the  men  62.6  per  cent.)  earned  more  than  Mk.3.15  a  day, 
25.3  per  cent,  (men  14.3  per  cent.)  had  an  income  of  from 
Mk.2J.6  to  Mk.3.15,  and  58  per  cent,  (men  23.1  per  cent.)  did 
not  receive  a  daily  wage  of  Mk.2.16.  A  similar  state  of  things  is 
revealed  by  figures  lately  issued  by  the  Leipzig  Local  Sick  Pay 
Office. 

Statistics  quoted  from  Deutsche  MetaHarheiter,  Nov.  27,  show 
the  following  contrast  between  the  daily  wage  (in  marks)  of  men 
and  women. 


Men. 

Women. 

Unskillod      

Stampers      

WarebouBe  hands    ... 
Crane  drivers 

60 
450 
...        760 
8-60 

3-50 
30 
40 
6-60 

It  appears  that  Krupp's  pay  their  unmarried  men  for  uninter- 
rupted work  after  three  months  a  special  bonus  of  Mk.25,  whereas 
women  only  receive  Mk.20.    (Soziale  Praxis,  Nov.27.) 

According  to  the  Soziale  Praxis  (Jan.lO),  the  number  of  women 
employed  on  the  Prussian  railway  system,  amounting  before  the 
war  to  10,000,  is  now  100,000.  On  the  whole  their  employment 
has  been  so  successful  that  the  Minister  of  Railways  intends  to 
increase  considerably  the  number  of  women  employees  for  the 
duration  of  the  war.  In  many  departments  women  have  proved 
themselves  fully  the  equals  of  men,  but  when  physical  strength 
is  required,  as,  for  example,  in  keeping  the  lines  in  repair,  and  in 
the  workshops,  women  can  only  do  50  to  75  per  cent,  of  the  work 
performed  by  the  men. 

.In  Die  Konjunctur  (Oct.l7)  the  well-known  editor  of  that 
organ,  Richard  Calwer,  deprecates  the  order  which  was  about  to 
be  issued  by  the  German  Bundesrat  to  the  effect  that  a  special 
licence  will  be  required  :  1.  For  the  formation  of  joint  stock 
companies  of  all  descriptions  if  their  share  capital  amounts  to  more 
than  Mk.300,(X)0.  2.  For  an  increase  of  the  capital  of  such  com- 
panics  if  such  increase  exceeds  the  sum  of  Mk.300,000,  with  other 
provisions  intended  presumably  to  withhold  access  to  the  money- 
market  from  those  not  devoted  to  war  industries.  What  is  really 
intended,  observes  Dr.  Calwer,  is  that  a  central  office  (Emissions- 
zentrale)  conducted  by  the  Beichsbank  is  to  be  empowered  to 
decide  whether  or  no  a  company  is  to  be  permitted  to  increase 
its  capital.     But   even   the    best-conducted   and   best-equipped 
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office  cannot  rightly  appreciate  the  necessity  for  new  issues 
as  affecting  private  interests,  and  still  less  as  affecting 
national  interests.  It  has  to  proceed  in  accordance  with  a  fixed 
and  rigid  scheme.  It  will  be  just  in  the  period  of  transition 
economy  that  this  policy  will  give  rise  to  the  greatest  blunders 
and  injuries  since  it  is  then  that  the  greatest  freedom  of  action 
))088ible  will  be  needed  in  order  to  stimulate  and  increase  the 
spirit  of  industrial  enterprise.  Furthermore,  the  limitation  of  un- 
restricted issues  at  that  juncture  cannot  be  wholly  effective.  The 
Central  Issues  Office  can  indeed  prevent  capital  increases  in  the 
latter,  but  the  companies  concerned  will  then  endeavour  to  find  a 
way  to  procure  themselves  the  necessary  capital  by  some  other 
method,  and  thence  will  result  an  extremely  unhealthy  develop- 
ment, the  disadvantages  of  which  will  far  exceed  those  arising  from 
unrestricted  issues.  No  check,  for  example,  will  be  placed  on 
large  private  concerns  which  increase  their  capital,  but  only  on 
joint-stock  companies.  From  this  differential  treatment  conse- 
quences will  follow  which  will  be  the  more  objectionable  the  more 
the  liberty  of  action  of  share  companies  is  restricted,  yet  it  is 
proposed  thus  to  fetter  the  share  companies  not  only  during  the 
war,  but  also  in  the  period  of  transition  economy.  Here  again 
we  see  the  triumph  of  the  idea  which  lies  at  the  root  of  the  system 
of  compulsory  war  economy  that  economic  activities  can  be  and 
must  be  regulated  from  a  bureaucratic  standpoint.  In  spite  of 
the  experiences  of  war  economy  the  fact  still  fails  to  gain  recog- 
nition that  for  such  a  regulation  to  be  effective  the  necessary  power 
to  enforce  it  is  lacking,  and  that  economic  life  is  in  revolt  against 
any  such  regulation  and  is  finding  ways  and  means  to  escape  from 
it. 

In  the  Dusseldorf  Chamber  of  Commerce,  Dr.  Otto  Brandt 
argued  against  the  intention  of  Government  to  create  mono- 
polies in  order  to  meet  the  burden  of  war.  This  intention  was 
announced  by  Dr.  Michaelis,  then  Chancellor,  and  Herr  Schiffer, 
Under-Secretary  of  State  for  the  Imperial  Treasury.  Compulsory 
Syndicates,  who  for  the  protection  of  Government  would  pay  a 
tax  are  recommended  by  Geheimer  Eommerzienrat  Caro.  Brandt 
argued  as  follows  : — 

Caro  is  prepared  to  permit  the  Grovemment  to  have  mono- 
polies instead  of  compulsory  syndicates,  for  its  syndicates  some- 
what resemble  monopolies,  and  this  demand  is  advanced  still 
more  strongly  in  other  quarters.  Shortly  after  the  outbreak  of  the 
war  Prof.  Jaff^  loudly  voiced  the  demand  for  the  *' militarisation 
of  economic  life,"  and  challenged  the  Government  to  get  rid  of 
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employers'  profits  by  taking  over  industries  and  monopolising 
thexn., 

The  Government  is  obviously  ready  to  take  this  hint,  since 
it  believes  it  has  at  its  disposal  soil  well  jwrepared  for  such  efforts 
by  the  effects  of  the  war  and  the  compulsory  economic  system 
which  it  involves,  and  is  counting  upon  the  fact  that  industry, 
which  no  longer  presents  a  united  front  against  compulsory  syndi- 
cates and  monopolies,  is  a  force  too  weak  to  be  able  to  undertake 
a  vigorous  defence  of  private  enterprise.  For  this  reason  Herren 
Michaelis  and  Schiffer  have  announced  that  the  Gk)vernment,  on 
financial  grounds,  is  about  to  create  monopolies  for  meeting  the 
burdens  of  the  war,  and  has  at  the  same  time  declared  aluminium 
and  nitrates  to  be  monopolised  industries.  What  other  raw  mate- 
rials or  industries  are  to  be  subjected  to  similar  treatment  we  do 
not  know,  but  so  mucli  we  can  say,  that  the  raw  material  indus- 
tries and  the  grain  trade  are  the  first  that  it  is  proposed  to 
nationalise. 

It  is  indeed  hardly  necessary  to  describe  in  detail  the  dangers 
lurking  in  these  plans  for  Germany's  economic  life  both  at  home 
and  abroad.  In  no  circumstances  is  it  possible  to  agree  with  the 
Imperial  Chancellor's  idea  that  monopolies  must  be  introduced  for 
financial  reasons,  in  spite  of  the  fact  that  they  will,  as  he  freely 
admits,  be  more  expensive  in  their  working  and,  as  he  somewhat 
mildly  puts  it,  will  injure  the  quality  of  the  goods.  The  danger 
that  Germany  tnay  not  produce  her  goods  and  especially  raw 
material  (which  is  to  be  the  chief  subject  for  monopolisation)  as 
well  and  as  cheaply  as  possible,  but  dearer  and  worse  than  industry 
must  demand  and  than  other  nations  are  able  to  do,  is  indeed  very 
great,  since  everyone  knows  that  even  before  the  war  our  indus- 
tries could  only  make  their  way  on  the  world's  markets  by  their 
ceaseless  endeavours  to  keep  down  the  prime  cost.  Whoever,  like 
the  Imperial  Chancellor,  is  firmly  convinced  that  monopolies  have 
the  consequences  mentioned  must,  in  my  opinion^  give  preference 
to  any  other  means  of  raising  money.  In  criticising  Government 
monopolies  it  is  not  merely  a  question  as  to  whether  they  are  cheap 
and  good,  or  bad  and  dear,  in  their  working,  but  what  must  turn 
the  scale  is  the  devastating  effect  they  have  on  economic  life  by 
eliminating  all  private  enterprise.  A  syndicate  also  restricts  tl^ 
individual  undertaking  to  a  certain  extent,  viz.,  in  regard  to 
increasing  the  amount  of  its  output.  But  in  a  syndicate  many 
concerns  compete  with  each  other,  and  each  manager  of  a  concern 
endeavours  to  increase  the  technical  advantage  and  the  profit  of 
his  own  concern  above  those  of  others  in  the  syndicate  by  more 
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economical  methods  of  working  and  by  introducing  as  many 
technical  imiMrovements  as  possible.  Thus  it  is  exactly  that  mutual 
incentive  to  the  economical  working  of  a  concern  which  is  most 
valuable  for  industrial  progress  that  is  retained  by  the  syndicate. 
All  competent  minds  in  the  industries  concerned  are  constantly  at 
work,  all  conmiercial  and  technical  intelligences  are  continually 
busy  and  spurring  each  other  onward.  In  the  case  of  a  monopoly 
this  competition  with  its  many-sidedness  is  completely  lacking. 

OFFICIAL  PAPERS. 

Seventy-ninth  Annual  Report  of  the  Registrar-General  of  Births, 
Deaths  and  Marriages  in  England  and  Wales  (1916).  [Cd. 
8869.]     5^.  6d. 

Thb  marriage-rate  for  1916  was  14*5  per  1,000;  4'5  below  the 
abnormally  high  rate  of  the  preceding  year,  and  *5  below  the 
average  of  the  decade  1905-14.  The  birth-rate  was  20*9  per  1,000, 
the  lowest  rate  on  recOTd.  The  proportion  of  male  to  female 
births  was  unusually  high.  The  civilian  death-rate  may  be  con- 
sidered as  approximately  equal  to  the  lowest  on  record — viz.  for 
1912 — when  a  correction  is  made  for  the  deterioration  of  the  male 
population  between  the  ages  of  15  and  46  resulting  from  the 
abstraction  of  men  fit  for  military  service. 

Reorganisation  of  the  Board  of  Trade  [Cd.  8912.]    1918.    Id. 

Thb  work  of  the  Board  of  Trade  is  to  be  organised' in  two  main 
Divisions  or  Departments,  viz  : — (a)  The  Department  of  Com- 
merce  and  Itulustry,  and  (6)  The  Department  of  Public  Services 
Administration.  The  Department  of  Commerce  and  Industry  will 
be  mainly  concerned  with  the  development  of  trade,  with  vigilance, 
suggestion,  information,  and  with  the  duty  of  thinking  out  and 
assisting  national  commercial  and  industrial  policy.  The  Depart- 
ment of  Public  Services  Administration  will  be  primarily  engaged 
in  the  exercise  of  statutory  and  other  administrative  functions  of 
a  permanent  nature  with  regard  to  trade  and  transport  now  or  in 
the  future  entrusted  to  the  Board  of  Trade.  It  will  therefore 
include  the  work  performed  by  the  present  Marine,  Railway, 
Harbour,  Companies  and  Bankruptcy  Departments.  The  Depart- 
ment of  Conmierce  is  efubdivided  into  several  sections  : — (a) 
Commercial  Relations  and  Treaties  (the  present  Commercial 
Department),  including  such  matters  as  commercial  treaties  and 
agreements.  Empire  and  foreign  tariffs  and  trade  regulations,  etc., 
(h)  Overseas  Trade  (Development  and  Intelligence) ;  the  newly-con- 
stituted Joint  Department  of  the  Board  of  Trade  and  Foreign 
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Office  (as  to  which  see  Cd.  8715) ;  (c)  Industries  and  Manufac- 
lures. — A  new  department  dealing  with  hom^  industries,  with 
special  reference  to  their  development  and  stability,  production, 
and  the  economic  strength  of  the  country  generally  ;  with  questions 
of  policy  connected  with  trade  monopolies  and  combinations,  alien 
penetration  into  British  industries,  and  the  promotion  of  new 
trades,  (d)  Industrial  Property. — ^The  main  part  of  this  depart- 
ment will  be  constituted  by  the  existing  Patent  Office.  Among  its 
functions  will  be  the  encouragement  of  invention  and  the  protec- 
tion of  the  commercial  public  from  the  abuse  of  monopoly, 
(e)  Industrial  Power  and  Transport. — A  new  department 
charged  with  the  consideration  of  all  questions  of  general  policy 
relating  to  transport  in  its  commercial  aspect,  including  shipping, 
canal  and  railway  rates  and  facilities,  through  railway  and  ocean 
rates,  shipping  conferences,  etc.  The  Department  of  Public 
Services  Administration  consists  of  sections  which  are  aheady  in 
existence.  The  purposes  of  the  reorganisation  will  be  furthered 
by  the  issue  of  the  Board  of  Trade  Journal  in  a  new  and  extended 
form. 

Weekly  Hours  of  Employment  Memorandum.  No.  20.     Health 

of  Munition  Workers  Committee  (Ministry  of  Munitions  [Cd. 

8801.]  Id.) 

The  Committee,  referring  to  their  Memorandum  No.  5  (noticed 

in  the  Economic  Journal),  consider  that  the  maximum  limits  of 

weekly  employment  there  provisionally  suggested  (e.g.  for  women 

and  girls  as  the  normal  legal  limit,  60  hours)  was  too  high.    In 

proof  of  this  results  of  Dr.  Vernon's  investigations  are  cited,  for 

instance  : — 

WoMBK  TuRinKO  ALUMnnnM  Fuzb  Bodibs. 

Actual  Relative  Relative 

weekly  hours,  hourly  output,  total  output. 

First  period 66-2  100  100 

Second  period       54*8  134  HI 

Third  period        46-6  168  109 

A  further  reduction  of  hours — with  due  regard  to  the  circumstances 
of  different  works— is  recommended. 

Review   of.  the   Trade   of   India,   1916-17.      Forty-third    Issue 
No.  453. 

Elegantly  coloured  diagrams  exhibit  the  changes  in  the  pro- 
portions of  Indian  trade  with  several  regions  in  1916-17  compared 
with  the  period  1909-10  to  1913-14 ;  Japan  and  the  United  States 
showing  an  increase  (per  cent.)  both  in  exports  (from  India)  and 
imports  (into  India),  and  other  foreign  countries  a  decrease  in 
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both ;  the  British  Empire  a  considerable  increase  in  exports,  a 
slight  decrease  in  imports.  For  the  absolute  quantities  a  correction 
is  necessitated  by  the  rise  of  prices.  Had  the  level  of  prices  of 
1915-16  prevailed,  exports  would  have  been  £135,551,000  instead 
of  £156,436,000. 


OBITUARY 


WILLIAM    KEXNEDT. 


In  the  Decembei^  number  of  the  Journal  it  was  only  possible 
to  record  the  death  of  Lt.-Col.  Kennedy. 

He  was  bom  in  December  1885,  and  was  educated  at  the  High 
School  of  Glasgow  from  1697  to  1903  and  at  the  University  from 
1903  to  1909,  taking  the  M.A.  degree  in  1907  and  first-class 
honours  in  Ecomonic  Science  in   1908,  besides  the  Gladstone 
Memorial  Prize  and  the  John  Clark  Scholarship  in  Economics. 
His  university  career  was  almost  coincident  with  his  apprentice- 
ship to  chartered  accountancy,  but  his  interest  in  economic  studies 
turned  him  away  from  the  success  promised  by  that  iHt>fession 
when  he  had  obtained  his  qualification  in  it.    He  had  alr^tdy  taken 
part  in  Mr.  Tawney*s  1907  investigation  into  boys'  emplojrment 
in  Glasgow,  and  the  Carnegie  Trust  gave  him  a  Research  Scholar- 
ship in  1909  for  work  to  be  done  concerning  theories  of  the  distri- 
bution of  taxation  in  the  19th  century.    Next  year  he  was  elected 
to  a  research  studentship  at  the  London  School  of  Economics, 
which  resulted  in  the  publication,  in  1913,  of  English  Taxation, 
1640-1799,  An  Essay  on  Policy  and  Opinion,  and  the  attainment  of 
the  Lfondon  B.Sc.(Econ.)  degree.    His  book  is  reviewed  by  Dr. 
J.  H.  Clapham  in  the  Joubnal  for  1914,  p.  267  ff.    Not  considering 
his  education  yet  complete,  he  obtained  a  further  Carnegie  grant 
for  the  study  of  German  themes  of  foreign  trade,  and  spent  all 
1913  at  Munich,  Leipzig,  and  Heidelberg.    He  then  returned  to 
teach  at  Wren*s  and  the  School  of  Economics,  and  to  marry  Miss 
Olivia  Powell.    The  outbreak  of  war  caught  him  and  his  wife  on 
their  honeymoon  in  the  Tyrol.    At  the  end  of  1914  he  joined  the 
Inns  of  Court  O.T.C.,  was  Captain  in  the  18th  Highland  Light 
Infantry  by  April,  and  won  the  M.C.  in  the  Somme  fighting  of 
July.    Recognised  as  extraordinarily  efficient,  he.  was  put  through 
the  Senior  Officers*  courses  and  became  Major  in  March,  1917, 
and  Acting-Lieutenant  Colonel  to  a  Welsh  Raiment  in  July.    He 
was  killed  while  leading  a  charge  against  an  enemy  counter-attack 
on  November  23rd  in  Bourlon  Wood. 
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In  him  British  economics  has  lost  one  who  would  have  stood 
well  outside  the  ruck,  as  is  well  shown  in  the  following  words 
received  from  one  of  his  friends  at  the  School  of  Economics  :  "Now 
that  I  come  to  write  I  find  it  very  diflScult  to  give  any  description 
of  him  which  will  really  sum  up  his  personality.  His  influence 
on  the  younger  men  and  women  at  the  School  was  profound,  but 
it  was  negative  rather  than  positive.  His  own  philosophical  posi- 
tion was  dominated  by  the  idea  that  individuals  count  only  as 
members  of  an  organised  society — ^he  was  if  you  like,  an  Hegelian, 
but  I  think  he  was  really  an  Elizabethan  in  his  outlook  on  life ; 
his  ideal  was  a  *  well-ordered  society  '  in  which  there  were  definite 
classes,  all  with  their  proper  place  and  function  marked  out  tar 
them.  Yet  he  really  understood  and  sympathised  with  the  workers, 
while  believing  Badical  philosophy  completely  at  sea  in  pitying 
their  lot.  It  is  easy  to  see  how  this  fascinated  us  and  how  strong 
an  impression  he  made  with  it  added  to  his  brilliant  dialectical 
powers  and  his  personality.  He  took  relatively  small  interest  in 
the  problems  of  pure  economics — he  always  disliked  the  *  Hedonic 
assumptions  of  the  marginalists.' 

"He  was  a  strong  believer  in  Protection,  not  on  economic  but 
on  Imperial  grounds.  He  always  argued  from  the  central  position 
which  I  have  described,  never  swerving  from  what  he  thought  to 
be  the  true  philosophy  of  life.  On  his  last  leave  he  and  I  had  been 
to  a  lecture  by  Graham  Wallas,  and  I  remember  his  maintaining 
that,  war  or  no  war,  life  was  a  good  thing,  and  would  still  be  so 
even  if,  after  this  war,  the  race  of  armaments  should  begin  again. 
Another  thing  he  said  then  is  the  clue  to  all  his  thinking  :  *  You 
Radicals  are  always  talking  about  the  State  and  the  Individual. 
I  like  the  attitude  of  the  Frenchman.  He  says  **  I  am  the  State," 
and  there's  an  end  to  it.'  In  his  case  the  end  was  nearer  than  we 
thought,  but  it  was  one  which  was  not  unworthy  of  his  beliefs." 

E.  C. 


CURRENT  TOPICS. 

A  COMMITTEE  has  been  appointed  to  consider  the  various  prob- 
lems which  will  arise  in  cminection  with  currency  and  foreign 
exchanges  during  the  period  of  reconstruction,  and  to  report  upon 
the  steps  required  to  bring  about  the  restoration  of  normal  con- 
ditions in  due  course.  Its  members  are  Lord  CunlifFe,  chairman, 
Sir  Charles  Addis,  Hon.  Rupert  Beckett,  Sir  John  Bradbury,  Mr. 
G.  O.  Cassels,  M.  F.  Gaspard  Farrer,  Hon.  Herbert  Gibbs,  Mr. 
D.  H.  N.  Goschen,  Lord  Inchcape,  Mr.  R.  W.  Jeans,  Professor 
Pigou,  Mr.  G.  F.  Stewart,  and  Mr.  William  Wallace.    Mr.  G.  C. 
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Upcott,  of  the  Treasury,  will  be  secretary.  The  inclusion  of  a 
professional  economist  in  a  comitiittee  dealing  with  monetary 
technicalities  is  gratifying. 


Among  the  oflScers  bearing  the  rank  of  assistant-secretary  who 
will  take  charge  of  the  sections  in  one  or  other  of  the  two  main 
Departments  of  the  reconstituted  Board  of  Trade,  as  described  on 
an  earlier  page,  several  contributors  to  the  Economic  Journal  are 
conspicuous:  Mr.  Percy  Ashley,  Industries  and  Manufactures; 
Mr.  S.  J.  Chapman,  General  Economic  I)epartment:  Mr.  A.  W. 
Flux,  Statistics. 

A  Consumers'  Council  has  been  constituted  at  the  Ministry  of 
Food,  under  the  presidency  of  Mr.  J.  R.  Clynes,  M.P.,  the  Parlia- 
mentary Secretary  of  the  Ministry.  The  object  of  the  Council  is 
to  enable  the  consumer  to  be  kept  in  touch  with  the  policy  and 
organisation  of  the  Ministry.  Its  members  consist  of  three  repre- 
sentatives of  the  Parliamentary  Committee  of  the  Trade  Union 
Congress,  three  representatives  of  the  National  War  Emergency 
Committee,  six  representatives  of  the  Parliamentary  Committee 
of  the  Co-operativj3  Congress,  and  three  representatives  of  the 
Women's  Industrial  Organisation,  appointed  by  these  bodies  at 
the  invitation  of  the  Minister  of  Food.  Three  other  members 
(Lady  Selbome,  Lord  Rathcreedan,  and  Professor  Sir  William 
Ashley)  were  subsequently  added  by  Lord  Rhondda's  invitation, 
to  represent  the  general  consuming  public  not  covered  by  the 
national  organisations  referred  to  .  The  first  meeting  was  held  on 
February  1,  and  at  present  the  Council  meets  weekly. 


The  Select  Committee  appointed  by  the  House  of  Commons  to 
investigate  the  question  of  Premium  Bonds  has  lately  reported 
(H.  of  C,  168,  price  Id.).  ThI  Committee  are  of  opinion  that 
Bonds  repayable  after  a  fixed  term  of  years,  e.g.  10,  at  par  plus 
compound  interest  at  a  rate  not  less  that  2}  per  cent,  would 
probably  attract  many  small  investors  to  whom  the  ordinary  flat 
rate  of  interest  does  not  appeal.  But  tue  proposal  to  introduce 
an  element  of  chance  into  our  National  Finance  seems  to  them 
too  contentious  for  the  present  times. 


In  this  connection  we  give  our  readers  the  advantage  of  an 
opinion  based  on  long  experience  of  credit  transacticms.  The 
Nestor  of  the  banking  world,  Sir  R.  H.  Inglis  Palgrave,  con- 


Digitized  by 


Google 


122  THE  BCONOMIO  JOUENAL  [MABOH 

suited  by  us  about  the  Eeport  of  the  Select  Committee,  referred 
to  above,  replies  as  follows  : — "  The  Eeport  proposes  that  the  Bonds 
should  be  repayable  after  a  fixed  term  of  years  at  par  plus  a  mode- 
rate rate  of  compound  interest,  not  less  than  the  2J  per  cent,  now 
paid  on  the  Government  Savings  Bank  deposits  and  having  the 
feature  that  a  certain  nugiber  should  be  drawn  each  half-year  for 
payment  at  a  premium  over  and  above  the  issue  price,  both  interest 
and  premium  being  paid  free  of  tax.  An  example  of  such  an  issue 
would  be  as  follows.  The  Bonds  might  be  issued  by  the  Treasury 
in  series  of  £10,000,000,  as  and  when  required,  and  be  repayable 
in  10  years,  with  2J  per  cent,  compound  interest,  free  of  tax.  The 
difference  between  2J  per  cent,  and  4  per  cent. — the  latter  being 
the  current  rate  of  interest  on  tax-free  Government  Bonds — leaves 
a  balance  of  IJ  per  cent.,  which  would  provide  an  ample  fund  out 
of  which  substantial  premiums  could  be  paid  on  many  thousands 
of  Bonds  drawn  and  paid  off  half-yearly,  the  premiums  ranging 
possibly  from  £5  to  £1,000.  Bonds  not  drawn  would  be  repayable 
on  maturity  at  268.  (for  each  £),  that  sum  representing  the  capital 
value  together  with  compound  interest  at  2J  per  cent.  To  make 
this  statement  clear  to  the  "man  in  the  street,"  the  Government 
should  print  a  detailed  account  showing  how  many  Bonds  of  a 
series  of  £10,000,000  would  receive  premiums  and  what  those  pre- 
miums would  be,  and  when  the  repayments  would  take  place.  The 
Bonds  would  be  all  equal  in  amount,  £10  would  be  the  best  unit. 
It  is  possible,  though  not  very  likely,  that  such  a  proposal  would 
appeal  to  a  sufficient  number  of  persons  to  make  it  useful.  The 
element  of  "chance  "  in  this  form  does  not  seem  to  be  likely  to  be 
dangerous,  and  the  possibility  that  the  habit  of  economy  would  be 
strengthened  by  such  a  form  of  investment  might  be  set  against 
this  danger.  But  it  seems  not  very  likely  that  many  persons  would 
accept  such  a  security.  If  the  drawings  were  arranged,  as  appears 
intended,  to  repay  the  investors  in  ten  years  by  half-yearly  draw- 
ings of  £500,000  each,  the  owner  of  a  bond  might  have  to  wait  9 
or  10  years  before  his  bond  was  drawn,  meanwhile  he  would 
receive  no  interest  and  hold  a  security  which  would  probably  be 
unsaleable." 


Sir  Inglis  illustrates  the  working  of  the  proposed  system  by 
the  somewhat  analogous,  but  not  identical,  case  of  the  Premium 
Bonds  issued  by  several  foreign  countries.  "They  return  to  the 
holder  a  but  comparatively  low  rate  of  interest.  Besides  this,  at 
fixed  periods  premiums  are  offered  on  a  few  of  the  Bonds  that  are 
drawn.    "I  will  give,"  he  continues,  "the  instance  of  the  drawing 
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of  the  bonds  of  the  Credit  Foncier  of  the  12th  January,  1916. 
On  this  occasion  114  Bonds  were  dealt  with.  They  were  all  for 
j610  on  which  3  per  cent,  was  regularly  paid.  They  formed  part  of 
a  very  large  mass  of  such  bonds. 

1  Bond  was  paid  off  with  £4,000  cash. 
1       ..  M  ..  £400     .. 

12  Bonds  were  paid  off  with  £40 
100      ,.  „  ,.  £20     „ 

It  is  to  be  observed  that  while  some  of  the  Bond  holders  gain,  and 
largely — no  one  of  them  loses,  as  all  the  Bonds  which  are  not  paid 
off  at  a  premium  are  paid  off,  eventually,  at  par.*' 


Sib  Edwabd  Holdbn's  address  to  the  shareholders  of  the 
London  City  and  Midland  Bank  last  January  contained  a  luminous 
account  of  German  Finance ;  showing  the  part  played  by  Darlehen- 
kassen  Notes  and  Treasury  Bills  in  forming  legal  cover  for  the 
Notes  of  the  Reichsbank.  The  ratio  of  cash  to  labilities  declined 
from  63*4  per  cent,  in  July,  1914,  to  20  per  cent,  in  1917,  or  only 
13  per  cent,  if  Darlehenkassen  Notes  are  not  counted  as  "cash." 
The  seven  War  Loans  of  Germany,  together  vnth  a  floating  debt 
of  some  £1,640  millions,  form  a  total  of  just  over  £6,000  millions, 
against  total  cash  borrowings  in  this  country  just  under  that  huge 
sum.  Sir  Edward  Holden  deals  next  with  American  Banking  and 
Loans.  Then,  turning  to  our  country,  he  makes  a  vigorous  attack 
on  the  Bank  Act  of  1844.  But  for  that  Act  it  might  have  been 
possible,  he  suggests,  to  get  through  the  crisis  of  1914  without  a 
moratorium.  According  to  the  Bank  Statement  of  August  5, 1914, 
the  ratio  of  cash  balance  to  liabilities  in  the  Banking  Department 
was  14*6  per  cent.  Whereas  a  balance-sheet,  reconstructed  on 
principles  adopted  by  the  State  Banks  of  other  countries,  shows  the 
ratio  of  cash  to  liabilities  at  that  date  to  be  37  per  cent.  The  fact 
that  the  time  tor  the  revision  of  the  Bank  of  England's  Charter 
has  now  come  makes  Sir  Edward's  polemic  the  more  formidable. 


The  issue  for  1917  of  the  Financial  and  Commercial  Review 
published  annually  by  the  Swiss  Bank  Corporation  includes,  as 
usual,  some  very  valuable  statistics,  as  well  as  an  instructive  sum- 
mary of  the  financial  events  of  the  year.  In  particular,  the 
appended  statement  of  the  Gold  Beserves  and  Note  Issues  of  the 
principal  banks  of  the  world  is  of  so  high  interest  as  to  deserve 
reproduction.  One  figmre  of  importance  it  is  possible  to  state 
authoritatively  now  for  the  first  time ;  after  concealing  the  figures 
of  its  balance-sheet  since  the  outbreak  of  war  the  Bank  of  Austria- 


Digitized  by 


Google 


I 


eioooo      00 


s 


OOQOO 

ce2oo 
©*ooo 


d^      M  O  CO  CO  <^ 


"^00 

coo 

C4 


gW  ip  •^  CO 
»o«»Meo 

£       OOCOOOIOtO 


loeoc^oo^ 
,  o^eo^©i 
2  oocoei^t^© 
^     ©«»ot^ooco 

ooco^eoe^ 


s 


§co 

OOM 


CO  CO  CO  00  C^ 

ioeoeicoc4 


too 

^eo 


^2jtt*ooQ 

CO  w  CO  CO  to 

^cococow 
coco^coto 

^lOiO        ^ 


oei 


CO^eit^A 

r*^co&i>o 

CftCDi-4C»C^ 


|8 

OtO 


O^^Ht^OO         lO 


t^cocO'^Q 

cot*^©*^ 
o     ^^oocooo 


©0>«0;h       g 


^001*  CO 


t«co 

00  CO 


t«co^      © 

$S3   i 


CO© 

coco 


»^opcp      © 
obcb^     CO 

©C0>0       lO 


5     ©w 


t«e4©     ^ 
coe4e4     -" 

©I*  CO 

CO©*© 
©CO  ©I 


s 


-I 


3  ii 

5   5*§ 


lOt^OO       >o 


t«io©t«©© 
©^ob»6^4 


I 


«©t*igeo©l 

^  t*  00  00  ©  © 

•M  oo^t^cToo 
•M^i*,Meo©i 


:2SS 


i 


I*  COL  

oooToococo'^ 

t*       lO       ^i-i 


^ 


s 

€9 


3 


1 


©©00IO©©C0 

A  CO  lb  t^  ob  ^  :<| 

'  00  K5  lO  t* -* -^  « 


ioeo©oo©io© 
^©ei©©©© 

o?^»o  eocoeo^ 
©©^©^eiei 


oo©e4C«©io© 

SCO  CO  ©  ©  ©  © 
^©  OO  ©  t*  '^  00 

I  ©Tooo oococTco 


»0  CO -^  €0 -^  ©  t* 


M  I  ao  ^  ©  <«  1-4  t«  CO 

M  t*  ^  55 1* -*  CO  »o 


^t«t^©lO©'« 

©©^©C0'-4  9l 

©©e4©©C4C0 

^^cioooo  00  00 

© 


©©^>OlO©iO 

©©ao©©ei© 

I  '^*'^*^^^*^ 
I  ©I'Vcoiococo© 

©CO        CO  •-< 


©l>©©©»H©CO 

e^l  t^  CO  cb  ^  ^  CO  CO 

'^©e^^^coco^ 


Sie©©©©©!'^ 
>o  ei  t«  ei  ©  r*  91 

«©^'^'^cot^co 

CO©©»M©C«©© 

^COt^pMCO      •-*•-< 

^»o 


C4  l6  <«  ©  CO  ©  ©  © 
t«  ©  09  Ob '^  ©  04  © 

^co  ©fib  t^©«  CO  oT 

©©©I     ^ 


'^©PH^©©^© 

©  do  CO  *^  ©I  M  ob  p^ 

lO  ©  ©4  lO  lO  <«  <«  © 


©COCO©CO©©^H 

^©aOt*^««^ 
^©cowco-^©^ 

©4IOIOOOIOCD©4^ 


o^^ie©t«coco 
ooraco©©©©<co 

>t^^'^COO«IOt^ 


©q 


3 


8 


09 


i 


3 


8 


Digitized  by 


GoogI( 


MAR.,  1918]  CURRENT    TOPICS  125 

Hungary  at  last,  cm  December  7,  1917,  published  the  astonishing 
fact  that  its  gold  reserve  had  fallen  in  absolute  amount  from 
£52,295,000  to  ^£10,568 ,000  and  in  proportion  to  note  issue  from 
68*9  per  cent,  to  the  extraordinary  figure  of  1*5  per  cent.  The 
gold  has  doubtless  been  lost  in  part  to  Germany  and  in  part  to 
Turkey.  The  deliberate  publication  of  these  alarming  figures  at 
the  moment  of  a  strong  peace  movement  throughout  Austria,  and 
of  a  great  stirring  of  anti-German  sentiment,  can  hardly  have  been 
without  a  purpose. 


The  figures  for  India  (not  included  in  the  table  opposite)  are 
separately  stated  as  follows  : — 

Deo.  SUt,     Deo.  Slst.  Deo.  Slst,  July  Sltt.  Dee.  Slst, 
1914.  1915.  1916.  1917.         1917. 

Noielwue 6,083  laoa    6,234  laos  8.215  Uoe  9,931  laoa   10.831  lace 

Sflver,  Coin  and  Bullion  2,987  .,  2.944  „  1,736  „  2.638  ..  1,905  „ 
Qold.  Ooin  and  Bullion 

(in  India)      931     .,     1.275    ,.     1,191     ..        703    .,    2.673     „ 

Gold.  Coin  and  Bullion 

(out  of  India)  ...  765  „  615  ,.  1.192  ,.  442  ..  105  .. 
Indian    Oovenunent 

Seouritiee      1.000    ..     1.000    ..     1.000    ..     1.000    ..     1.000    .. 

British    Oovenunent 

Securities      400    ..        400    .,    3.096    ..     5.148    ..     5.148    .. 

(1  lao  »  100.000  rupees  «  £6.666  13s.  4d.) 


The  figures  given  in  the  table  for  Russia  are  those  for  the  last 
return  published  before  the  Bolshevik  Revolution.  The  further 
progress  of  events  since  that  time  renders  it  possible  that  there 
may  be  a  complete  breakdown  of  the  acceptability  in  Russia  of  the 
paper  rouble  comparable  to  that  which  took  place  in  the  case  of  the 
French  assignat  in  1795  as  described  by  Mr.  Hawtrey  in  his 
article  printed  above.  Mr.  Hawtrey's  main  thesis  in  this  article  is 
that  the  Bank  Restriction  of  1797  is  chiefly  to  be  accounted  for 
by  the  drain  of  metal  to  France  consequent  on  the  collapse  of 
paper  as  the  circulating  medium  of  that  country.  He  has  sug- 
gested to  the  Editor  that  something  of  the  same  kind  may  possibly 
be  imminent  in  Russia.  A  country  which,  through  distrust  of 
other  media,  is  determined  to  have  a  metallic  currency  at  all  costs 
is  generally  able,  so  far  as  historical  experience  goes,  to  obtain  it, 
however  seriously  the  apparent  balance  of  trade  may  be  adverse. 
In  this  event  we  may  anticipate  a  drain  of  gold  to  Russia  from 
Germany  and  Scandinavia  and  a  drain  of  silver  from  China  and 
even,  across  the  north-west  frontier,  from  India.  The  effect  of  this 
on  the  relative  redundancy  of  gold  in  Scandinavia  and  on  the 
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already  excessive  price  of  silver  may  be  watched  with  interest. 
The  hypothesis  is,  at  the  least,  curious. 


The  following  extract,  relating  to  Brazil,  from  the  January 
circular  of  the  British  Bank  of  South  America  is  of  interest  to 
students  of  currency.  "There  is  a  great  shortage  of  gold  in  the 
Eio  market.  At  the  time  of  vn-iting  1,000  sovereigns  could  be 
exchanged  for  a  bank  cheque  on  London  for  about  £1,160. 
Curiously  enough,  other  gold  coins  do  not  conmiand  quite  so  high 
a  premium.  Thus,  1,000  sovereigns  are  intrinsically  worth  about 
4,870  U.S.A.  dollars,  but  in  actual  practice  1,000  sovereigns  can 
be  exchanged  in  this  market  for  over  5,000  gold  dollars.  It  is  not 
easy  to  explain  this  anomaly,  but  something  is,  no  doubt,  due  to 
the  fact  that  the  American  men-of-war  calling  at  this  port  pay 
their  men  in  gold  coin,  and  hence  a  certain  amount  of  American 
gold  is  put  into  circulation  here." 


The  Labour  Co-partnership  Association  have  arranged  a  series 
of  conferences  and  discussions  on  The  Place  of  Labour  Co-partner- 
ship in  Social  Reform.  Addresses  have  already  been  given  by  Mr. 
E.  O.  Greening  on  "Labour  Co-partnership  as  the  shortest  way  to 
Emancipate  Labour,"  and  by  Mr.  E.  W.  Mundy  on  "The  Eelation 
of  Labour  Co-partnership  and  the  Whitley  JSeport."  Further 
addresses,  still  to  come,  are  by  Mr.  F.  Maddison  (March  23)  on 
"The  Eelation  of  Labour  Co-partnership  and  Trade  Unionism," 
Mr.  Aneurin  Williams  (April  13)  on  "The  Eelation  of  Labour  Co- 
partnership and  Socialism,"  and  by  Mrs.  Victor  Branford  (April 
27)  on  "The  Eelation  of  Labour  Co-partnership  and  Guild 
Socialism."  The  meetings  are  held  at  3  p.m.  on  Saturday  after- 
noons in  the  Oak  Eoom  (2nd  floor),  Kingsway  Hall,  Kingsway, 
London,  W.C. 
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RECENT  PERIODICALS  AND  NEW  BOOKS. 

Journal  of  the  St4iti8tical  Society, 

January,  1918.  Vital  Statistics  a»  Affected  by  the  War.  Presi- 
dential address  of  Sib  Bbbnard  Mallet.  Between  August, 
1914,  and  June,  1917,  there  have  been  married  200,000  people 
more  than  ordinarily,  whereas  in  Hungary  the  number  is  leas 
by  600,000.  All  the  belligerents  have  suffered  by  decline  of 
births :  in  *the  United  Kingdom,  equivalent  to  the  loss  of  over 
six  months'  normal  births;  in  Oermany,  a  loss  of  seventeen 
months'  births;  in  Hungary,  of  twenty-four  months'  births. 
Equally  interesting  statistics  are  presented  under  the  headings 
Ilfegitimate  Births,  Sex  Ratio  at  Birth,  Infant  Mortality,  Deaths, 
Overlaying  of  Infants,  National  Increase,  etc. 

The  Prospects  of  the  World's  Food  Supplies  after  the  War. 
Sm  Henry  Rew.  There  is  ground  for  hoping  that  the  quantity  of 
bread-corn  in  the  world  will  be  sufficient  to  meet  the  world's 
demand,  that  there  will  be  meat  enough  to  satisfy  carnivorous 
Europe — assimiing  that  the  food  can  be  shipped. 

On  the  Value  of  a  Mean  as  Calculated  from  a  Sample. 
Whereas  if  ap  is  the  mean  value  of  a  certain  character  in  a 
population  numbering  N,  the  chance  that  the  mean  of  a  sample 
of  size  n  should  differ  from  x  by  as  much  as  d  is  given  by  a 

well-known  formula,  assuming  that  ^  is  negligible ;  it  is  shown 

how  this  chance  is  altered  if  tt^b  i^ot  neglected. 
On  Life4ables.    Professor  R.  E.  Lehfeldt. 

The  Quarterly  Review. 

January,  1918.  The  Trade  Corporation.  Sib  Inous  Palorave, 
F.R.S.  The  oldest  auChority  on  banks  gives  his  blessing  to 
the  youngest  institution  of  that  class.  Sir  Inglis  expects  that 
there  will  be  scope  for  the  trade  corporation  in  reviving  oiu:  canals 
and  fostering  small  local  industnes.  He  hopes  that  foreign 
industries  wiU  not  be  exclusively  promoted  by  the  new  institu- 
tions. He  regrets  their  connection  with  the  Government.  The 
required  fimds  might  be  raised  by  premium  bonds  of  £10  or 
£20  bearing  a  low  interest,  with  the  chance  of  a  prize. 

Edinburgh  Review . 

January,  1918.  The  Finance  of  the  War.  The  Editor.  Mr. 
Lloyd  George's  two  war  budgets  and  Mr.  Bonar  Law's  budget 
of  this  year  imposed  too  little  taxation.     Mr.   McKenna  mis- 
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managed  the  income-tax  on  wages.  There  is  required  "an 
expanded  and  carefully  graduated  income-tax  levied  upon  the 
whole  nation  from  the  poorest  to  the  richest,  and  .  .  .  taxes  upon 
every  form  of  unnecessary  or  extravagant  expenditure." 

Nineteenth  Century. 

February,  1912.  The^  Conscription  of  Wealth,  J.  A.  Marriott, 
M.P.  A  recent  manifesto  of  the  War  Emergency  Workers' 
National  Committee  exhibits  an  unreasonable  prejuaice  against 
capital — a  survival,  perhaps,  of  the  provocation  given  by  the 
old-time  capitalist  employer.  Mr.  Bonar  Law  is  censured  for 
not  having  pronounced  more  decisively  against  the  conscription 
of  wealth  to  pay  off  the  National  Debt  after  the  war — a  project 
more  unfair  and  ruinous  than  a  forced  loan,  which  ihe  Emer- 
gency Committee  deprecates. 

Oermany'a  Financtal  Outlook,    H.  J.  Jennings. 

Ways  to  Industrial  Pectce :  (1)  The  Capitalisation  of  Labour, 
Bight  Hon.  Sir  William  Mather.  The  workman's  capital 
consists  in  ''putting  into  his  work  the  spirit  and  push  that  he 
puts  into  piece-work,  but  with  a  much  higher  need  of  his 
responsibility."  This  spirit  would  result  in  at  least  one-third 
more  output.  (2)  The  Commercialisation  of  Labour,  Yves 
QuYOT.  The  organisation  of  labour  should  be  effected  by  joint- 
stock  labour  companies — co-operative  societies  without  plant  or 
working  capital — whose  function  would  be  to  negotiate  and 
secure  the  execution  of  labour  contracts. 

Fortnightly  Review. 

January,  1918.  Wages,  Prices,  and  Supplies.  Archibald  Hurd. 
The  Government  have  mismanaged  money  matters,  and  have 
not  followed  the  writer's  advice  about  the  supply  of  ships. 
Currency  Inflation  and  the  Cost  of  Living,  Walter  Ford. 
Problems  of  Finance,    Oswald  Stoll. 

February,  1918.  A  Capital  Levy.  J.  E.  Allen.  Out  huge  war 
debt,  which  has  led  to  the  cry  for  a  Capital  Levy,  is  mainly  due 
to  the  failure  to  impose  taxation  and  to  the  enormous  sums  paid 
in  wages.  It  is  unjust  that  Labour,  which  has  done  most  of 
the  "profiteering,"  should  impose  the  burden  on  the  small  class 
of  property-owners. 

Contemporary  Review. 
December,  1917.     Conscription  of  Wealth.    Cooke  Taylor,  M.P. 

Better  Business. 
November,  1917.  The  need  for  an  Economic  Institute  in  Dublin. 
G.  D.  Cummins.  An  institute  on  the  lines  of  the  Music  Social 
in  France  wid  the  Agricultural  Institute  at  Borne  is  desiderated. 
The  Rural  Co-operative  Movement  in  France.  Epaminondas. 
Co-operative  Fishing,  A.  J.  MacG.  A  description  of  the  Aran 
Cooperative   Fishing   Society   flourishing   at  Kilmurvey.     The 
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members  now  receive  more  thaa  double  the  prices  for  fish  which 
they  reoeived  two  years  ago.  Oerman  Co^operatorB  and  the 
War.  F.  B.  Marks.  Bxta^act  from  a  (German  secretary's 
report.  Co-operatori  and  th9  Oovemmsnt.  Cruisb  O'Brien. 
The  politioaj  represeDtation  of  oo-operators  formulated  at  the 
Co-operative  Bmergency  Congress  at  Westminster  is  justified  by 
the  uovemment's  neglect  of  consumers'  interests  and  oiganisa- 
tiona.  "There  is  absolutely  no  case  for  regarding  the  savings 
of  the  C.W.S.  or  distributive  societies  a»  excess  proAte/'  or 
profits  in  any  relevant  sense. 


The  Bankers'  Magazine. 

January  and  Fbbruary.  Monetary  Policy.  J.  C.  Smith.  '*In  view 
ol  the  great  interest  attaching  to  currency  problems,"  the  editor 
gives  publicity  to  these  papers,  though  inclined  to  take  exception 
to  some  passages.  Perhaps  the  following  was  among  them.  "The 
only  fair  system  for  regulating  prices  is  to  fix  all  commodities,  all 
rates  of  hire  of  capital  and  lana." 


Bengal  Economic  Journal. 

January,  1910.  Recent  Problemg  of  Indian  Currency  and  Ex- 
change,  0.  J.  Hamilton.  The  recent  crisis  reveals  defects  in 
currency  administration:  The  Transferability  of  Occupancy 
Holdings  in  Bengal.  K.  Muxrerjrb.  The  Early  History  of 
the  Tea  Industry  in  North-East  India.  Harold  H.  Mann. 
The  first  tea  good  enough  to  send,  down  to  Calcutta,  made  in 
Assam,  was  produced  in  1886.  Gtovemment  bore  the  expense 
of  the  experiment,  which  ultimately  proved  a  commercial  success. 

The  Quarterly  Journal  of  Economics  (Cambridge,  Mass.). 

NovEMRW,  1917.  The  War  Tax  Act  of  1917.  F.  W.  Taussio.  A 
lucid  analysis  of  the  new  taxes;  among  which  the  tax  of  8  per 
ceiit.  upon  the  excess  of  individual  incomes  over  $6,000  is 
notioed  as  objectionable,  subjecting  the  higher  earned  incomes 
to  heavier  taxation  than  property  incomes  of  the  same  range. 

The  Value  of  Mot^y.  A.  C.  Pioou.  A  variant  of  Irving 
Fisher's  equati(ui  of  exchange  is  proposed  as  a  "more  completely 
foolproof  tool  for  holding  together  the  complex  causes  affecting 
the  value  of  money."  That  the  different  symbols  do  not  denote 
each  a  separate  independent  cause  is  pointed  out  in  the  course  of 
usefu}  lessons  on  the  relations  of  supply  to  demand. 

The  Concept  of  Normal  Price  in  Value  and  Distribution. 
F.  A.  Kniobt.  Value  Theories  Applied  to  the  Sugar  Industry. 
Philip  G.  Wright.  The  offidal  reports  about  this  indust^ 
^ffprd  remarkable  verifications  of  the  received  theories  as  to 
increasinff  and  decreasing  returns,  production  on  a  large  and 
small  scale,  varying  costs,  and  economic  rent.  The  Adjustment 
of  I^abour  Disputes  Incident  to  production  for  War  in  the  United 
States.  L.  B.  Wrblr.  The  Revenue  System  in  Kentucky :  A 
Study  in  l^tate  finance.  Anna  Tounoman. 
No.  109— VOL.  xxvm.  K 
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The  American  Economic  Review  (Cambridge,  Mass.). 

December,  1917.  The  Law  of  Balanced  Return,  A.  S.  Dbwino. 
A  study  on  the  function  of  the  entrepreneur,  with  reference  to 
factors  of  production  and  the  law  of  decreasing  returns.  The 
Baeia  of  War-time  Collectivism,  J.  G.  M.  Clabk.  Government 
should  help  employers  to  be  more  efficient  producers  of  goods 
for  the  uses  of  society.  Something  like  Taylor's  "Scientific 
Management ' '  may  have  possibilities  under  an  organisation  more 
democratic  than  the  present  management.  The  War  Revenue 
Act  of  1917.  K.  G.  Blakby.  The  writer  apprehends  inflation, 
and  recommends  that  heavier  taxation  should  be  adopted. 
Canadian  War  Finance.     O.  D.  Skblton. 

Journal  of  Political  Economy  (Chicago). 

November,  1917.  Fundamental  Factors  in  War  Finance,  Fbakk 
Anderson.  Fundamental  truths  support  a  strong  argument  in 
favour  of  taxation  rather  than  borrowing.  Forms  of  taxation 
are  suggested.  Loans  to  the  Allies  guaranteed  by  Government 
are  deprecated. 

Taxation  versus  Bond  Issues  for  Financing  the  War. 
£.  Dana  Durand.  The  surplus  of  current  income  is  the  prin- 
cipal source  of  funds  for  financing  the  war.  '*  The  idea  that  the 
burden  of  war  expenditures  can  be  deferred  to  future  generations 
is  the  supreme  fallacy  of  finance."  "If  we  could  assiure  our- 
selves that  the  distribution  of  taxes  after  the  war  would  be  as 
just  as  .  .  .  during  the  war,  there  would  be  little  choice  between 
taxation  and  borrowing  "  (were  it  not  for  the  danger  of  inflation). 
But  after  the  war,  the  patriotism  of  the  rich  waning,  it  would  be 
less  possible  to  secure  equitably  progressive  taxation.  What 
would  be  a  fair  apportionment  of  burden  is  suggested  with  refer- 
ence to  the  distnbution  of  American  incomes.  Assuming  a 
fourth  of  the  total  national  income  to  be  required,  it  proves 
impossible  to  finance  the  war  (1)  through  the  contributions  of 
the  rich  alone,  (2)  by  an  equal  rate  of  contribution  from  all. 
The  rates  should  varv  nrom  10  per  cent,  of  small  incomes  to  75  per 
cent,  of  large.  To  levy  so  much  by  taxation  need  not  dislocate 
business,  if  net  income  only  is  taxed.  However,  loans  leave  a 
convenient  discretion  to  the  contributor,  and  his  "psychology," 
affected  with  the  aforesaid  fallacy,  makes  them  more  acceptable. 
Industrial  Conscription.  H.  G.  Moulton.  The  twenty  thou- 
sand million  dollars  worth  of  requisites  of  the  war  are  to  be 
obtained  by  transference  of  labour  and  enterprise  from  the  pro- 
duction of  luxuries,  either  through  ordinary  economic  motives 
(mvolving  high  prices  as  compensation  for  risk),  or  by  com- 
mandeering  labour  after  the  example  of  Germany,  France,  and, 
latterlv,  Englwid.  The  all-unportance  of  time  decides  for  the 
second  plan;  we  cannot  wait  for  public  eoonomismg  to  force 
readjustment  through  the  decline  of  profits. 

Dbobmbbb  1917.  The  Making  of  Rates  for  Workmen's  Compensa- 
tion  Insurance.  B.  H.  Downby.  Social  Value  and  the  Theory 
of  Money.  Waltbb  Stbwabt.  An  exposition  and  eriticiam  o! 
Professor  B.  M.  Anderson's  theory  of  the  "social  value  "  o! 
money.  The  Surplus  in  Commercial  Banking.  Habou>  G. 
MotTLTON.    Profit  in  the  United  States.    Boris  BMirtr. 
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Political  Science  Quarterly  (New  York). 

Dbobmbbb,  1917.  Social  Welfare  in  Rate-making.  R.  T.  Byb.  The 
opportunity  of  promoting  welfare  by  regulation  of  fares  and  rates 
is  found  to  be  less  than  in  the  case  of  some  Oovemment-owned 
public  utilities  in  Europe.  The  Workmen'$  Compensation 
Ca$e$,  T.  B.  Powbll.  An  examination  of  some  American 
legal  decisions. 

Annals  of  the  American  Academy  of  Political  and  Social 
Science  (Philadelphia). 

NovBMBBB,  1917.  The  World* s  Food  is  the  subject  of  this  number. 
It  leads  o&  with  an  article  on  The  World's  Food  Supply,  showing 
that  Europe  takes  the  lead  in  the  production  of  the  staple 
articles  of  food.  International  Rationing,  it  is  maintained  in 
another  article,  has  come  to  stay.  Food  for  the  Allies  forms 
a  division  of  this  subject,  comprising  The  Food  Problem  of  Oreat 
Britain,  treated  by  Arthur  Pollen.  In  the  international 
arrangements  for  the  distribution  of  food,  which  will  be  necessary 
for  some  years  of  the  war,  those  who  were  the  cause  of  the  trouble 
should  be  served  last.  Food  Utilisation  and  Conservation,  Pro- 
duotion  and  Marketing  Plans  for  Next  Year,  Price  Control,  are 
the  respective  titles  of  three  other  parts.  Under  the  last  head 
the  necessity  for  Oovemment  regulation  of  prices  in  war  time  is 
maintained. 
January,  1918.  Financing  the  War  is  the  subject  of  this  number. 
A  few  only  of  the  numerous  important  articles  can  be  noticed 
here. 

Loans    versus    Taxes.      E.    R.    A.    Selioman.      *'Aggregat<3 
sacrifice    or   subjective    cost    constitutes    the    real    burden    of 
a   war."      Objective    costs    are    mostly   borne    at    present    (if 
we  except  deterioration   of   capital    and   strain   of   overwork). 
But  subjective  sacrifice  may  be  diminished  when  part  is  trans- 
ferred to  the  future  by  credit.     "Just  as  in  private  credit  the 
aggregate  burden  of  grad^al  repayment  is  less  than  the  sacrifice 
involved  in  outright  provision  of  the  original  amount,  so  in  the  case 
of  public  credit  the  social  sacrifice  involved  ...  is  less  than  the 
burden  involved  in  providing  the  entire  amount  in  a  lump  sum." 
The  case  for  public  credit  is  in  some  respects  the  stronger. 
Expenditure  in  a  legitimate  war  is  not  wholly  "unproductive." 
The  writer  does  not  accept  Prof.  Durand's  argument  in  favour 
of  taxes  only  (referred  to  above,  p.  180),  nor  that  of  Prof.  Pigou 
(referred  to  in  the  Economic  Journal,  Vol.  XXVI.,  1916).    As 
to  inflation,  taxes  as  well  as  loans  will  occasion  resort  to  bank 
credit.     "Wars  are  always  attended  by  inflation."    Taxation 
is  inadequate  to  meet  the  entire  expenditure.     "If  England  were 
to  tax  the  entire  available  social  surplus  through  the  highest 
possible  income-tax  and  excess  profits  tax,  the  total  revenue 
would  be  absurdly  short  of  meeting  the  war  expenditure."        If 
the  taxes  are  so  high  as  to  discourage  industry,  they  will  obvi- 
ously drv  up  the  source  of  future  incomes  and  thus  deplete  .  .  . 
the  surplus  which  would  otherwise  be  available  for  future  loans. " 
The  enthusiastic  plan  of  financing  the  war  "mainly,   if  not 
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entirely/*  horn  taxation,  and  even  the  65  per  cent,  programme 
are  beyond  the  practicable. 

The  Financial  Situation.  F.  W.  Taussig.  "A  getMral 
survey,"  comparing  the  presumable  expenditure  for  1917-18, 
viz.,  nineteen  thousand  million  dollars  (£4,750,000,000),  with  the 
sources  of  revenue,  more  promising  than  in  former  exigencies. 
Sources  still  unutilised  are  the  taxation  of  prosperous  workers 
and  the  broad  distribution  of  public  loans— minimising  the  evils 
of  public  debts. 

Borrowing  a»  a  Phase  of  War  Financing.  H.  C.  Adams.  To 
assist  the  difficult  readjustment  of  indust]^  to  war  purposes  is  a 
function  of  "credit  financiering."  It  is  proposed  to  issue  bonds 
guaranteeing  a  certain  return  to  producers  of  articles  required 
for  war  purposes,  e.g.,  farmers  and  factory  owners.  The  guar- 
antee of  wages  also  might  be  "covered  by  the  use  of  public 
credit."  Thus  the  immediate  necessity  for  ready  money  col- 
lected by  taxation  would  be  reduced. 

Loans  and  Taxes  in  War  Finance.  O.  M.  Spragub.  If  the 
war  was  financed  by  taxes,  civilian  expenditure  on  luximes — 
e.g.,  "pleasure  automobiles"  and  "candy  and  soda  fountain 
syrups  "—diverting  labour  and  materials  from  war  purposes, 
would  have  been  diminished. 

Do  Oovernment  Loans  Cause  Inflation?  J.  H.  Hollandbb. 
The  inflation  argument  against  war  loans  is  "a  melancholy 
example  of  scientific  lapse,"  "a  mischief -making  error"  not 
verified  by  experience.  The  "fantastic  possibility  at  financing 
the  war  without  resort  to  loans  "  is  out  of  the  questioti.  The 
choice  is  between  borrowing,  which  will  supply  the  natfam's 
needs  from  savings  and  new  thrift,  and  "a  mischievous  mode  of 
forced  loan  effected  by  the  unchecKed  expansion  of  bank  credit. 

L'Egypte  Contemporaire  (Cairo). 

November,  1917.  Le  regime  douanier  de  VEgypte  et  ses  rSfortnes 
possibles.  E.  Peona.  An  interesting  study  of  the  history  of 
the  Customs  in  Egyp^>  ^  criticism  of  ihe  existing  rSgime,  and 
suggestions  for  its  improvement  after  the  war  when  it  is  freed 
from  the  trammels  of  Turkish  tradition.  £tude  sur  le  Reforma- 
tion des  dilinquanta  d^habitude.  M.  Caloyanni.  An  examina- 
tion of  recidivism  by  one  of  the  judges  of  the  Mixed  Court  in 
Egypt. 

Journal  des  Economistes  (Paris). 

November,  1917.  Les  emprunts.  Yves  Guyot.  L'empruni  fran- 
gais  de  1017.  A.  Babriol.  Les  tnutiUs  de  la  guerre  et  la  vie 
iconomique.    A.  L.  Bittard. 

December,  1917.  Le  projet  de  budget  de  1918.  Yves  QtnroT.  Le 
contrdle  des  dipenses  publiques  en  Angleterre.    A.  Baffalovioh. 

Giomale  degli  Economisti  (Rome). 

NovEBfBBB,  1917.  SulV  aumento  di  mortaUth  dovuio  alia  guerra. 
P.   P.   Cantelli.     "Critical  reflections  on  statistical  mtfthodo- 
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^/'  with  emoitl  Mfetenoe  to  reoent  papers  by  L.  Hnsca, 
NnoN,  and  C.  Onn. 
DscBMBSR,  1917.    /ncfd^nta  $  pre$9ione  dei  iributi  Mulle  Moeieik  per 
atiimi.    B.  ORlztom.    Tuvole  di  morUlitii.    O.  Balducoi. 


La  Riforma  Sociale  (Turin). 

VopBta  Sodcflogiea  $  U  fegie  Oiubtlari  di  VOfredo  Pareto.  O. 
BoROATTA.  The  festival  held  last  July  at  Lausanne  to  com- 
memorate  Professor  Pareto's  having  occupied  the  chair  of 
Walras  for  a  quarter  of  a  century  was  distinguished  by  the 
light  thrown  on  Prof.  Pareto's  last  great  work,  Traiiaio  di 
Soeiologia  (a  philosonhic  treatise  to  which,  unfortunately,  it 
has  not  been  possible  in  a  merely  economic  ioumal  to  do 
justice).  The  analysis  of  the  work,  which  formed  the  discourse 
of  Professor  Boguin,  brings  out  some  of  the  leading  conceptions, 
such  as  the  distinction  between  logical  and  non-logical  actions, 
according  as  the  means  adopted  are  or  are  not  **  objectively  " 
directed  to  the  end,  the  separation  of  sociaJ  theories  into  (a)  a 
non-logical  instinctive  element,  and  (b)  a  deductive  element 
of  which  the  function  is  to  find  reasons  fdr  (a).  The  value  of 
this  summary  is  enhanced  by  the  comments  of  Professor 
Boigatta. 

iTn  problema  del  done  guerra — /  talan  a  premio,  A.  Cabuti. 
The  need  of  increased  production  after  the  war  leads  to  the 
consideration  of  various  methods  of  the  scientific  organisation 
of  labour. 
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JUNE,  1918. 

A    SPECIAL    LEVY    TO    DISCHARGE    WAR    DEBT 

Wheneveb  the  war  ends,  it  is  certain  to  leave  behind  it  for 
this  country  an  enormous  legacy  of  internal  debt.  What  this 
debt  will  amount  to  depends,  oi  course,  on  the  length  of  the  war. 
In  his  Budget  speech  Mr.  Bonar  Law  estimated  that,  if  peace 
comes  on  March  Slst,  1919,  the  National  Debt  at  that  date  will 
be  £7,980,000,000.  Against  this  he  reckoned  that  there  would  be 
assets  in  the  form  of  stores  and  various  other  things  to  the  value  of 
£672,000,000,  and  arrears  to  come  in  from  Excess  Profits  duty  of 
£500,000,000.  When  these  two  items  are  subtracted  from  the 
figure  for  the  National  Debt  there  is  left  a  debit  balance  of 
£6,808,000.  In  this  calculation,  however,  Mr.  Bonar  Law  omitted 
to  allow  for  the  fact  that,  when  the  war  ends,  there  will  be  a  large 
mass  of  payments  falling  due  to  contractors  and  others  working 
for  the  Government.  To  count  in,  as  he  does,  arrears  of  incomings 
without  counting  at  the  same  time  arrears  of  outgoings  does  not 
seem  a  correct  proceeding.  I  am  not  inclined,  therefore,  to  follow 
him  in  making  this  large  deduction  from  the  face  value  of  the 
estimated  debt.  Furthermore,  it  is  necessary  to  add  to  it  a  very 
large  sum,  of  which  the  Chancellor  took  no  account  whatever,  for 
the  inevitable  expenses  connected  with  demobilisation.  When 
this  sum  is  brought  into  account,  it  would,  I  think,  be  optimistic 
to  anticipate  that,  assuming  peace  to  come  on  March  31st,  1919, 
the  war  and  its  aftermath  will  leave  our  debt  figure  substantially 
below  the  enormous  total  of  £9,000  million. 

This  figure  is,  of  course,  a  figure  for  gross  debt,  without  deduc- 
tion of  sums  due  to  us  in  payment  of  loans  to  Allies,  Colonies  and 
Dependencies.  Mr.  Bonar  Law  estimates  that  the  total  amount 
of  these  on  March  31st,  1919,  will  be  £1,930  million.  Subtracting 
from  this  total  one-half  of  the  part  due  from  Allies,  he  gets  a 
remainder  of  £1,1*24  million  as  unquestionably  good  debt.    Now, 

No.  110.— VOL.  XXYIIL  I- 


Digitized  by 


Google 


136  THE  BOONOMIO  JOURNAL  [JUNS 

if — as  in  the  absence  of  c^cial  information  seems  reasonable — ^we 
assume  that  the  figure  for  "other  debt*'  contracted  by  us,  as 
recorded  in  the  Financial  Statements,  represents  roughly  borrow- 
ings, not  separately  distinguished,  which  the  British  Government 
has  made  abroad,  the  total  of  our  foreign  borrowings  must  have 
amounted  on  March  31st,  1918,  to  about  £1,000  million.  If,  as 
the  Chancellor  appeared  to  anticipate,  this  sum  increases  in 
1918-19  to  about  the  same  extent  as  our  loans  to  Allies,  it  will 
amount  on  March  31st,  1919  to  some  £1,800  million.  This  is 
roughly  equivalent  to  the  Chancellor's  figure  of  unquestionably 
good  debt  due  to  us  from  Allies,  Colonies,  and  Dependencies.  In 
a  very  broad,  general  way,  therefore,  we  may  reckon  that,  out  of 
the  total  debt  of  £9,000  million  estimated  for,  about  £1,000  million 
will  be  due  to  f(»reigners,  and  this  £1,000  will  be  offset  by  an  equal 
sum  due  from  foreigners  and  Colpnies.  This  leaves  a  net  debt  of 
£8,000  million,  practically  the  whole  of  which  is  internal  debt. 
Possibly  this  figure  is  on  the  high  side.  In  the  long  run  it  may  be 
hoped  that  a  considerably  larger  part  of  the  loans  to  Allies  which 
have  been  allowed  for  in  it  will  prove  to  be  recoverable.  But,  in 
view  of  the  present  military  situation  and  the  high  probability  that 
the  war,  instead  of  ending  on  March  31st  of  next  year,  will  extend 
at  least  till  the  close  of  another  campaigning  season,  the  high  side 
is  the  safe  one  to  be  on.  Nothing  in  the  argument  that  follows 
turns  on  a  few  hundred  millions,  and  my  figure  is  a  convenient  <Hie 
to  work  with.  That,  then,  will  be  taken  as  the  basis  of  discussion — 
our  external  indebtedness  roughly  balanced  by  our  valid  external 
claims,  and  an  internal  National  Debt  of  £8,000  million.  Apart 
from  repudiation  of  this  debt — a  course  which  no  serious  person 
would  consider  for  a  moment — ^there  are  three  methods  by  which 
the  situation  can  be  met.  The  first  is  the  traditional  method 
of  raising  annually  by  taxation  sufficient  money  to  pay 
the  interest  on  the  debt — interest  the  amount  of  which  it 
may  be  possible  later  on,  if  conditions  are  favourable,  to 
reduce  by  conversion — ^and  to  provide  a  sinking  fund 
equivalent  to,  say,  1  per  cent,  of  the  principal  of  the  debt. 
The  second  method  is  to  raise  within  a  short  time  by  a  special 
levy  a  very  large  sum  with  which  the  whole  of  the  debt  may  be  paid 
off  immediately.  The  third  method  is  to  compromise  between  these 
two  :  to  raise  a  special  levy  sufficient  to  discharge,  not  the  whole, 
but  a  substantial  part  of  the  debt,  and  to  deal  with  the  rest  by  the 
annual  provision  of  interest  and  sinking  fund.  The  purpose  of 
this  article  is  to  discuss  the  comparative  advantages  of  these 
different  methods. 
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At  the  outset,  it  is  necessary  to  clear  the  way  of  a  misunder- 
fitanding  which  appears  to  be  somewhat  widely  entertained.    This 
has  to  do  with  the  relation,  in  respect  of  a  war  debt,  between 
the  present  generation  and  future  generations.    It  is  often  thought 
that,  when  one  generation  w^ages  a  war,  the  debt  which  it  leaves 
behind  it  may  be  regarded  as  a  share  of  the  war  costs  passed  on 
by  it  to  posterity.    If  this  view  were  sound,  the  question  whether 
this  generation  ought  to  collect  a  large  levy  to  pay  off  the  war  debt 
would  depend  on  the  further  question  whether  the  war  has  for- 
warded or  safeguarded  the  vital  interests  ot  future  generations. 
Our  judgment  upon  this  political  point  would  determine  our 
economic  policy,  and  no  other  considerations  would  have  any 
important  bearing  upon  it.    But  in  fact  the  view  which  leads  to 
these  results  is  not  sound.    It  is  true  that,  in  bo  far  as  a  war  is 
financed  by  loans  contracted  abroad,  the  present  generation  escapes 
the  cost  of  it  at  the  expense  of  future  generations,  and  could, 
by  paying  off  those  loans  out  of  income,  assume  that  cost  to  itself. 
But,  as  we  have  seen,  the  foreign  borrowings  which  the  Govern- 
ment has  entered  into  in  this  war  are  balanced  or  more  than 
balanced  by  loans  which  it  has  made  to  Allies  and  Dependencies, 
so  that  what  we  are  in  the  main  concerned  with  is  an  internal  debt. 
The  relation  of  the  present  generation  to  posterity  in  regard  to  this 
kind  of  debt  is  quite  different  from  what  it  is  in  regard  to  an  ex- 
ternal debt.    If  it  made  a  levy  to  pay  it  off,  it  would  not  be  assum- 
ing for  its  own  shoulders  any  cost  which  would  otherwise  have  been 
met  by  future  generations.  This  statement  does  not, of  course,  mean 
that  future  generations  have  not  been  injured  by  the  war.    They 
have  been  injured  by  it  in  so  far  as  the  present  generation  has 
diverted  into  unproductive  channels  resources  which,  apart  from 
the  war,  would  have  been  employed  in  building  up  industrial 
equipment  here  or  in  making  interest-bearing  loans  to  foreigners. 
Nor  does  the  statement  mean  that  future  generations  have  not 
been  injured  by  the  fact  that  the  present  generation  has  chosen 
to  finance  so  large  a  part  of  the  war  costs  by  borrowing,  and  (rela- 
tively) so  small  a  part  by  taxation.     For,  when  the  borrowing 
method  is  adopted,  people  tend  to  realise  less  keenly  the  need  for 
economising  in  immediate  consumption  and,  therefore,  draw  away 
less  resources  from  consumption  and  more  from  the  work  of  build- 
ing-up industrial  equipment — thus  injuring  future  generations — 
than  they  would  have  done  if  the  weapon  of  taxation  had  been 
handled  more  courageously.  The  statement  that  the  imposition  of 
a  large  levy  by  the  present  generation  to  pay  off  the  debt  would  not 
remove  any  cost  from  the  shoulders  of  posterity  does  not  deny  these 
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things.  They  refer  to  the  past ;  it  refers  to  the  future.  The  point  of 
it  is  that  whatever  internal  debt  (whether  principal  or  interest)  pos- 
terity will  have  to  pay,  posterity  also  will  receive ;  for  the  payment 
made  will  be  made,  not  from  Englishmen  to  outsiders,  but  from 
one  set  of  Englishmen  to  another.  It  will  be,  not  a  cost  to  the 
country,  but  a  transference  within  it.  To  the  obligation  upon 
taxpayers  which  the  debt  involves  there  corresponds  an  exactly 
equivalent  right  in  the  group  of  citizens  who  hold  War  Loan 
securities.  Obviously,  therefore,  the  debt  that  is  handed  down 
does  not  mean  or  represent  the  share  of  the  expenses  of  the  war 
that  is  put  upon  future  generations.  Consequently,  the  question 
whether  it  is  better  to  retain  the  debt  and  pay  interest  upon  it, 
or  to  pay  it  off  by  a  special  levy,  does  not  turn  in  any  degree  upon 
how  far  we  may  think  it  right  that  posterity  should  contribute 
towards  these  expenses. 

This  conclusion,  which  is,  of  course,  obvious  to  economists,  is 
a  somewhat  "  dangerous "  one.  For  it  suggests  the  inference 
that  it  cannot  matter  to  posterity  as  a  whole  how  big  the  internal 
debt  is.  That  is  a  serious  error.  Though  the  fact  that  the 
community  owes  a  great  deal  of  money  to  some  of  its  members 
does  not  lessen  its  well-being  directly,  it  does,  or  may,  lessen  it 
indirectly.  This  is  a  vital  point.  Indeed,  it  is  one  of  the  pivotal 
considerations  upon  which  the  issue  between  the  plan  of  con- 
tinuous taxes  and  the  plan  of  a  special  levy  depends.  In  order 
to  make  this  clear,  let  us  suppose  that  the  choice  lies  between 
continuous  taxation  through  income-tax  and  super-tax  sufficient 
to  yield  a  given  sum  per  year  for  an  indefinite  period,  and  an 
immediate  levy  of  a  sum  that  would  so  far  reduce  the  debt  as  to 
remove  the  need  for  this  amount  of  annual  taxation.  The  funda- 
mental difference  between  these  two  plans  is  that,  whereas  the 
one  involves  a  single  impost,  based  in  some  way  or  another  upon 
existing  productive  power,  the  other  involves  a  continuing  impost 
based  every  year  upon  the  fiuit  that  the  exercise  of  productive 
power  has  yielded  during  the  course  of  that  year.  Prima  facie  ^ 
therefore,  the  levy  method  seems  to  possess  the  same  sort  of 
advantage  over  tl^e  tax  method  that  an  annual  duty  on  the  public 
value  of  land  possesses  over  a  similar  duty  upon  the  value  of  im- 
provements. Under  the  levy  plan,  everybody  will  pay  exactly 
the  same  amount,  whatever  he  does;  but  under  the  tax  plan 
everybody  will  pay  less,  the  smaller  is  the  income  that  he  provides 
for  himself  by  work  or  by  saving.  It  is  natural  to  infer  that  under 
the  levy  plan  the  productive  activity  of  the  country  will  remain 
intact,  but  that  under  the  tax  plan  it  will  be  checked  and  ham- 
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pered.  This  inference,  however,  is  much  too  important  to  be 
accepted  without  careful  inquiry.  Both  parts  of  it  are  open  to 
dispute. 

First,  it  may  be  urged  that,  though  the  levy  plan  is 
now  intended  to  be  used  once  only  for  the  special  purpose  of  reduc- 
ing an  enormous  and  altogether  unprecedented  war  debt,  yet  in 
fact,  if  it  ia  used  once,  people  will  be  afraid  it  will  be  used  again. 
They  will  be  afraid  of  this  in  some  degree  even  if  the  first  levy  is 
made  big  enough  to  wipe  off  the  whole  of  the  war  debt.  For  there 
are  many  objects  of  great  social  utility  for  which  money  is  urgently 
needed,  and  a  powerful  engine  for  raising  money,  when  once 
devised  and  proved  effective,  is  not  likely,  particularly  if  Labour 
obtains  a  large  voice  in  poUtios,  to  rust  for  long  unused.  If  the 
first  levy  is  not  made  large  enough  to  wipe  out  the  whole  war 
debt,  the  fear  that  it  may  be  repeated  will  be  still  better  grounded ; 
for,  so  soon  as  it  is  accepted  as  a  good  device  for  dealing 
with  one-half  of  the  debt,  it  is  difficult  to  see  what  argument  can 
be  advanced  to  prove  it  a  bad  device  for  dealing  with  the  other 
half.  But»  if  repetition  of  the  levy  is  feared,  it  will  no  longer 
leave  productive  activity  unaffected.  People  looking  forward  will 
reflect  that,  the  more  capital  they  accumulate,  the  more  they  will 
be  called  upon  to  pay  at  the  next  levy ;  and  this  is  exactly  the 
sort  of  reflection  that  we  have  supposed,  under  the  tax  plan,  to 
deter  them  from  productive  activity.  It  is  not  possible  to  get 
over  this  difficulty  by  any  system  of  guarantees,  for  no  Parliament 
can  effectively  bind  its  successor.  We  must  conclude,  therefore, 
that  in  real  life  the  levy  method  will  not  be  altogether  without 
effect  in  restricting  the  productivity  of  the  country. 

Secondly,  it  may  be  urged  that,  though  current  opinion  regards 
a  high  income-tax  as  injurious  to  production,  there  is  no  real 
proof  that  it  is  so.  Some  people,  no  doubt,  will  work  less  hard 
if  they  know  that  a  quarter  of  their  earnings  will  be  taken  away 
by  the  State,  but  other  people,  anxious  to  maintain  their  standard 
of  life,  will  work  harder;  while  yet  others,  particularly  those 
men  of  enterprise  and  force  who  value  high  earnings  as  evidence 
of  achievement  rather  than  for  their  own  sake,  will  not  be  affected 
at  all.  It  is  not  clear  that  the  first  of  these  groups  veill  neces- 
sarily be  larger  than  the  second.  This  much  must,  I  think, 
be  granted.  But  the  argument  has  ignored  the  important  fact 
that  income-tax,  at  all  events  as  at  present  organised,  differen- 
tiates very  strongly  against  saving.  Income  that  is  spent  on 
consumption  pays  the  tax  only  once,  but  income  that  is  invested 
pays  it  twice — once  in  itself  and  once  in  the  fruits  that  the  invest- 
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ment  subsequently  yields.  If  the  nominal  rate  of  a  permanent 
income-tax  is  x  per  cent.,  the  actual  rate  on  saved  income  is 
a<2--y^)  per  cent.  A  nominal  (permanent)  income-tax  at  5*. 
in  the  £  is  thus  really  a  tax  of  8^.  9d.  in  the  £  on  income  that  is  in- 
vested, and  a  nominal  income-tax  of  10«.  in  the  £  is  IBs,  in  the  £ 
on  this  part  of  income.  It  can  hardly  be  doubted  that  a  tax  of 
this  character  must,  on  the  whole,  lessen  the  work  that  people  do 
in  the  hope  of  obtaining  income  to  invest,  so  check  investment, 
and  so,  through  investment,  productivity. 

Our  analysis,  so  far,  has  not  yielded  any  decisive  results.  Both 
the  levy  method  and  the  tax  method  are  Ukely  to  check  produc- 
tivity to  some  extent;  and,  though  perhaps  it  may  be  claimed 
that,  since  the  threat  of  a  repetition  under  the  levy  method  is 
uncertain  and  distant,  that  method  is  likely  to  have  B^less  deterrent 
effect  than  the  tax  method,  the  inference  is  obviously  insecure. 
Hitherto,  however,  the  argument  has  been  abstract  and 
general.  It  is  possible  that  some  more  definite  conclusion  may  be 
obtained  if  we  take  account  of  the  concrete  financial  situation 
that  will  present  itself  at  the  end  of  the  war.  If  no  special 
levy  to  wipe  out  debt  is  made,  the  annual  payment  in  interest 
and  sinking  fund  on  a  debt  of  £8,000  millions  will  amount  to 
no  less  than  £480  millions.  To  this  must  be  added  some  £50 
millions  for  pensions  and,  say,  £280  millions  for  (expanded)  nor- 
mal expenditure.  The  whole  Budget  cannot  well  be  put  at  less 
than  £800  millions.  The  importance  of  this  enormous  figure 
lies,  not  in  itself,  but  in  its  relation  to  the  money  income  of  the 
country.  It  is  not,  of  course,  possible  to  forecast  with  any  con- 
fidence what  this  income  after  the  war  will  be.  That  depends 
in  part  upon  the  productivity  of  the  country,  and  in  part  upon  the 
level  of  prices — which  in  turn  is  dependent  on  the  currency  policy 
that  will  be  adopted,  not  in  this  country  only  but  also  in  all  other 
important  countries.  In  this  connection  it  should  be  observed 
that  increased  productivity  will  not  increase  the  money  income 
that  has  to  be  set  against  the  money  debt,  except  in  so  far  as 
the  larger  real  income  due  to  it  has  an  increased  money  value.  If 
productivity  expands,  but  the  aggregate  money  value  of  income 
is  unaltered,  the  real  payment  which  has  to  be  made  in  interest 
on  the  debt  will  have  grown  in  the  same  ratio  as  productivity. 
This  point  is  important,  but  it  need  not  be  pursued  further  here. 
Recognismg  our  inabihty  to  forecast  what  the  money  income  of 
the  country  after  the  war  will  be,  let  us  suppose  for  the  sake  of 
illustration  that,  including  the  income  of  holders  of  War  Loan, 
it  will  amount  to  £3,000  millions.     Then,  since  any  reduction 
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of  war  debt  must  carry  with  it  a  reduction  in  the  nominal  income 
of  the  country  equivalent  to  the  interest  saved,  the  following  signi- 
ficant inferences  can  be  drawn  : — 

(1)  If  none  of  the  debt  is  wiped  off  by  a  special  levy  the 
revenue  required  will  be  £800  millions,  namely,  800/3,000,  or 
27  per  cent,  of  the  national  income. 

(2)  If  one-half  of  the  debt  is  wiped  off  by  a  special  levy^  the 
revenue  required  will  be  £560  millions,  namely,  560/2,800,  or 
20  per  cent,  of  the  national  income. 

(3)  If  all  of  the  debt  is  wiped  off  by  a  special  levy,  the  revenue 
required  vnll  be  £320  millions,  namely.  320/2,600,  or  12  per  cent, 
of  the  national  income  ^ 

These  percentages,  though,  of  course,  they  cannot  be  more 
than  illustrations,  are  important  to  our  present  purpose.  For  it 
may  be  fairly  easy  to  devise  a  scheme  which  will  raise  in  taxation 
12  per  cent,  of  the  national  ihcomo  without  seriously  in- 
juring and  hampering  production.  But  to  devise  an 
equally  innocuous  scheme  for  raising  20  per  cent,  will  be 
much  harder;  and  to  devise  one  for  raising  27  per  cent,  very 
much  harder.  More  generally,  when  the  amount  of  the  national 
money  income  is  given,  every  extra  £60  millions  of  revenue  which 
has  to  be  raised  is  more  difficult  to  arrange  for  satisfactorily  and 
more  likely  to  involve  injurious  reactions  upon  national  produc- 
tivity.  Consequently,  every  addition  to  the  $ize  of  the  Budget 
which  will  be  needed  if  no  special  levy  is  raised  to  wipe  off  debt, 
makes  (he  chance  greater  that  any  given  special  levy  will  do  more 
good  by  lessening  the  Budget  requirements,  than  it  will  do  harm 
through  the  reactions  which  it  itself  sets  up. 

In  the  light  of  this  conclusion  let  us  look  at  the  present  posi- 
tion.   For  1917-18  the  revenue  was  as  follows  : — 

Costomt  and  Excite       £110  m. 

Income- and  Super-Tax 239 

Estate,  etc,  Dotjes        31 

ExccM  Profit  Duty         220 

Other  Tax  Revenue        13 

Total  of  tax  revenue 013 

Non-tax  revenue         94 

Grand  total      £707  m. 

The  Excess  Profits  Duty,  though  it  may  perhaps  be  continued 
at  a  reduced  rate  for  a  few  years  after  the  war,  ia  obviously  not  a 

>  If  we  had  taken  the  money  national  income,  including  debt  interest,  at 
3,500  millione,  these  peroentagee  would  have  been  23,  17  and  10 :  if  we  had 
taken  it  at  2,500  miUione  .they  would  have  been  32,  24  and  15. 
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tax  that  can  be  retained  permanently.  Apart  from  it,  the  revenue 
now  amounts  to  some  £468  millions.  Since,  when  the  excess 
profit  duty  is  removed,  income  now  taken  as  excess  profits  would 
become  hable  to  income-tax  and  super-tax,  we  should  add,  say, 
£60  millions  to  this,  making  ^£530  millions  in  all.  This  is  ^£270 
millions  less  than  the  Budget  requirements  anticipated  after  the 
war !  With  money  incomes  probably  less  than  they  are  now  (in 
consequence  of  a  lower  level  of  prices)  what  taxes  relatively  in- 
nocuous to  production  is  it  possible  to  devise  to  raise  this  enormous 
sum?  Except  in  so  far  as  other  duties  are  imposed — and,  broadly 
speaking,  other  duties  hamper  and  interfere  with  production  more 
than  the  income-tax  does — it  would  seem  inevitable  that  income 
tax  and  super-tax,  which  yielded  £239  millions  in  1917-18,  will 
have  to  be  raised  permanently  to  double  the  rates  which  then 
ruled.  The  standard  rate  of  income-tax  in  that  year  was  5«.  in 
the  £,  or  25  per  cent.,  and,  on  the  highest  incomes,  income-tax, 
together  with  super-tax,  worked  out  at  approximately  8s.  4d.,  or 
42  per  cent.  If  this  scale  is  doubled  the  effect  on  unearned  in- 
comes up  to  £2,500  and  on  all  incomes  above  that  amount,  is 
illustrated  by  the  representative  figures  set  out  in  the  following 
table  : — 


Incomea  of       £500  wiU  pay 

r    3/9  in 

the£ 

£03 

:  leaving      £407 

£1,000 

5/. 

=      £250 : 

£750 

£2,000 

7/4 

=      £733 

,.       £1,267 

£2,500 

8/S 

=  £1,083 

„       £1,417 

£3.000 

10/. 

=  £1,600 

£1,500 

£5,000 

11/3 

^  £2,895 

,,       £2,125 

£10.000 

13/1 

=  £6,541 

„       £3,459 

,,        £30.000 

15/8 

=  £23,500: 

„       £6,500 

£75,000 

16/2 

=  £60,624 

„     £12,366 

„      £100,000 

16/7 

=  £82,916: 

..     £17,084 

This  table  exhibits  the  sort  of  rates  that  would  be  necessary 
if  it  were  requued  to  raise  by  income-tax  and  super-tax  double  as 
much  money  as  was  raised  by  these  taxes  in  1917-18.  No  doubt, 
the  general  arrangement  of  the  income-tax  and  super-tax  scale 
might  be  smoothed  out  and  improved  in  various  ways.  But  no 
remodelling  could  do  away  with  the  need  for  rates  very  high  even 
for  small  incomes  and  enormously  high  for  large  ones.  Further- 
more, it  must  be  noticed  that  in  any  graduated  scale  the  rate  on 
an  addition  to  any  income  must  always  be  higher  than  the  rate 
on  the  whole  amount  to  which  the  addition  raises  it.  Thus,  under 
the  system  illustrated  in  the  above  table  {i.e.,  the  1917-18  income- 
and  super-tax  scale  doubled)  an  income  of  £1,000  would  pay  5^. 
in  the  £  and  one  of  £1,500  6s.  in  the  £.  This  impUes  that,  if  a 
man  by  extra  saving  increased  his  income  from  £1,000  to  £1,500, 
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he  would  have  to  pay  on  the  fruit  of  that  extra  e£Fort,  not  6s.,  but 
6$,  in  the  £.  The  extra  effort  that  raises  an  income  from  J£2,500 
to  £3,000  would  be  mulcted  of  no  less  than  16«.  8d.  in  the  £ ; 
that  which  raises  one  from  Je9,000  to  £10,000  of  16*.  2d. ;  from 
£10,000  to  £20,000  of  16*.  lid. ;  from  £30,000  to  £40,000  of  17*. ; 
from  £75,000  to  £100,000  of  17*.  It  seems  impossible  to  doubt 
that  these  tremendous  rates — tremendous  even  on  additions  to 
relatively  low  incomes — must  seriously  check  enterprise.  The 
gain  left  as  a  reward  for  success  in  risky  undertakings  would  be 
so  small  that  many,  who  would  otherwise  have  adventured  out  of 
the  beaten  track,  will  no  longer  think  it  worth  while  to  do  so.  The 
temptation,  too,  for  a  rich  man  to  indulge  in  extravagant  con- 
sumption will  be  very  great,  for,  if  he  saves  and  so  adds  to  his 
income,  more  than  three-quaiters  of  the  new  income  so  acquired 
will  be  swept  up  by  the  State.  Nor  is  even  this  all.  It  has  to  be 
remembered  that  there  are  neutral  countries  that  will  have  no 
need  for  these  high  rates  of  taxation,  and  that  some  of  the  bel- 
ligerent countries  may  remove  their  need  for  them  by  resort  to 
a  special  levy.  Hence  men  of  enterprise  and  men  with  large 
capital  will  be  under  a  strong  temptation  to  take  up  their  residence 
elsewhere ;  for,  though  by  doing  this  they  cannot  escape  British 
taxes  (or  the  effect  of  these  taxes  upon  selling  price)  on  their 
holdings  of  British  property,  they  can  at  least  set  their  prospective 
new  accumulations  and  perwHial  earnings  free  from  them.  The 
moral  of  all  this  is  that,  if  no  special  levy  is  made,  the  rates  and 
forms  of  taxation,  which  this  country  will  be  compelled  to  adopt, 
threaten,  in  their  indirect  consequences,  very  great  peril  to  the 
productivity  of  our  industry.  If  only  a  small  or  moderate  revenue 
were  needed,  the  advantage  to  be  looked  for  from  cutting  down 
the  principal  of  the  war  debt  by  means  of  a  special  levy  might  or 
might  not  outweigh  the  disadvantages.  But,  with  the  enormous 
revenue  that  will  in  fact  be  needed,  the  scales  are  no  longer 
balanced.  From  the  side  of  industrial  productivity  we  are  driven 
towards  a  special  levy,  as  the  one  way  out  of  a  situation  which 
must  otherwise  prove  intolerable. 

This  conclusion,  however,  is  not  by  itself  decisive.  In  the 
choice  between  different  methods  of  meeting  the  internal  debt, 
the  effect  upon  (Nroductive  activity  is  not  the  only  thing  that  has 
to  be  considered.  Attention  must  also  be  paid  to  what  is  *'  fair" 
between  different  classes  of  people.  To  collect  all  the  money 
needed  from  persons  who  happened  to  have  red  hair  would,  for 
example,  be  an  inadmissible  proceeding,  however  excellent  the 
method  might  be  on  the  side  of  production.     The  policy  of  a 


Digitized  by 


Google 


144  THE  EOONOMIO  JOURNAL  [JITNS 

special  levy  has,  therefore,  now  to  be  considered  from  the  point 
of  view  of  fairness.  It  is  plain  that,  whereas  the  taxes  ordinarily 
imposed  to  meet  the  recurrent  needs  of  Government  are  based  in 
some  way  upon  the  annual  flow  of  different  people's  incomes,  a 
special  levy  must  necessarily  be  based  on  the  fund  of  their  resources 
as  these  exist  at  some  given  moment.  It,  therefore,  implies  the 
relief  of  persons  who  in  future  years  will  earn  income  by  labour 
of  hand  and  brain  and  by  accumulating  new  capital,  at  the  cost 
of  present  possessors  of  resources  of  all  kinds  and  of  future  pos- 
sessors of  that  part  of  now-existing  resources  which  is  capable 
of  being  handed  down.  To  this  extent,  therefore,  if  the  tax 
method  is  fair  as  between  future  earners  and  accumulators  and 
the  present  (and  future)  possessors  of  existing  resources,  the 
method  of  special  levy  must  be  unfair.  But  is  the  tax  method 
fair?  In  ordinary  times,  no  doubt,  when  it  is  a  question  of 
financing  the  normal  recurrent  expenses  of  Government,  income 
is  the  obvious  basis  upon  which  the  contributions  of  different 
citizens  should,  with  suitable  allowances  and  graduations,  be 
assessed.  But  in  a  tremendous  emergency  like  this  war,  ought 
not  the  basis  to  be  changed  from  the  flow  of  income  to  the  fund 
of  resources?  Of  course,  during  the  actual  conduct  of  the  war  the 
things  then  wanted  must  come  out  of  income,  for  the  simple 
reason  that  the  great  bulk  of  resources  (railway  plant,  houses, 
many  types  of  specialised  brain  power)  are  embodied  in  forms  not 
useful  for  immediate  military  needs.  But  this  is  not  inconsistent 
with  the  thesis  that  resources  rather  than  income  are  the  proper 
basis  upon  which  expenses  should  be  charged.  If  all  resources 
were  in  the  form  of  food  and  shells  and  guns,  it  would  not,  I 
think,  ever  occur  to  anybody  to  deny  this.  But  once  let  it  be 
granted,  and  the  fairness  of  a  special  levy  directly  after  the  war 
to  pay  off  debt  arising  out  of  the  war  is  implicitly  admitted  also ; 
because  this  device  throws  upon  the  fund  of  resources  a  Uttle  later 
on  a  charge  which,  it  is  agreed,  we  should  like,  if  we  could^  to 
throw  upon  them  at  the  time. 

It  will  have  been  noticed  that,  in  the  above  argument,  the 
"  fund  "  which  has  been  contrasted  with  the  flow  of  income  is 
resources.  This  term  has  been  used  advisedly,  because  the  argu- 
ment requires  us  to  bring  into  account,  not  only  material  capital 
as  ordinarily  understood,  but  also  the  "  inunaterial "  capital  of 
mental  and  manual  power.  From  the  point  of  view  of  fairness 
a  man's  brain  is  just  as  properly  assessable  for  the  purpose  of  a 
special  levy  as  his  factory  or  his  house.  As  a  means  of  (Hroviding 
actual  or  virtual  income,  it  is  on  exactly  the  same  footing  as  they 
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are.  When  the  general  rate  of  interest  is  given,  the  present 
value  of  the  factory  and  the  briin  alike  can  be  derived  from  the 
income  that  they  are  expected  to  yield  before  they  wear  out.  It 
must,  indeed,  be  observed  that  what  is  counted  in  income  from  a 
factory  is,  not  the  gross  income,  but  the  net  income  that  is  left 
over  after  enough  has  been  deducted  to  provide  for  dei»-eciation. 
Thus,  what  is  actually  counted  as  income  from  a  factory  may  be 
regarded  as  permanent,  and  the  present  value  of  the  factory  is 
roughly  the  present  value  of  a  permanent  annuity  equal  to  this 
assessed  income.  The  income  of  a  man*s  brain,  on  the  other  hand , 
is  counted  gross.  Consequently,  the  present  value  of  this  piece 
of  capital  is  the  present  value  of  an  annuity  equal  to  this  assessed 
income  over  a  period  of  years  measured  by  the  man's  expectation  of 
life.  Strict  fairness  demands  that  the  capital  value  of  brain-power 
calculated  in  this  way  shall  be  set  alongside  of  ordinary  material 
capital  and  treated  jointly  with  it  as  the  basis  of  our  special  levy. 
Unless  this  is  done  the  levy  will  discriminate  unfairly  against 
owners  of  material  capital  as  compared  with  owners,  such  as 
barristers,  dockers  and  prime  ministers,  of  the  immaterial  capital 
of  trained  intellect. 

Now,  it  is  generally  held  by  advocates  of  a  special  levy  that, 
if  such  a  levy  is  made,  it  must,  for  practical  reasons,  be  confined 
to  material  capital  and  cannot  possibly  be  extended  beyond  this. 
If  this  be  so,  it  will  follow  that  any  levy  must  be  to  some  extent 
unfair.  The  next  step,  therefore,  is  to  inquire  whether  the  un- 
fairness will  be  so  great  that  the  whole  plan  ought  to  be  aban- 
doned. Plainly,  this  question  is  necessary,  because,  since  all  im- 
posts une  bound  to  be  in  some  degree  unfair  to  somebody,  if  the 
presence  of  any  unfairness  were  taken  to  rule  a  tax  out  of  court, 
it  would  be  impossible  to  impose  any  tax  whatever.  We  ask, 
therefore,  whether  a  special  levy,  from  which  immaterial  capital 
is  exempt,  will  be  very  unfair  or  only  a  little  unfair.  Here  two 
lines  of  reasoning  are  relevant. 

The  first  starts  from  the  distribution  of  capital  among  persons 
of  different  ages.  From  the  statistics  of  estates  passing  at  death  it 
can  be  deduced  that  practically  all  the  material  capital  of  the 
country  is  held  by  persons  over  twenty  years  of  age ;  that  persons 
over  forty-five,  who  constitute  about  one- third  of  these  persons, 
own  about  three-fourths  of  the  whole ;  so  that  the  representative 
man  over  forty-five  holds  about  six  times  as  much  material  capital 
as  the  representative  man  between  twenty  and  forty-five.  But 
young  men,  who  excel  older  men  in  physical  strength,  have  been 
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forced  to  give  their  physical  strength  in  the  war,  while  older  men 
have  been  exempted.  The  fact  that  old  men  excel  young  men  so 
greatly  in  financial  strength  suggests  that  the  balance  might  be 
partly  adjusted,  and  something  less  unlike  equality  of  sacrifice 
secured,  by  a  levy  whose  incidence  would  in  the  main  fall  upon 
persons  exempted  from  military  service.  This  argument  does  not, 
of  course,  profess  to  rebut  the  charge  that  a  special  levy  confined 
to  material  capital  will  be  unfair  to  owners  of  material  capital 
as  against  owners  of  immaterial  capital.  But  it  suggests,  as  a 
partial  compensation  for  this  unfairness,  that  such  a  levy  will  go  a 
little  way  towards  setting  right  another  unfairness  which  is  very 
palpable  and  glaring. 

The  second  relevant  argument  concerns  the  size  of  the  differ- 
ence which  vrill  be  made  to  the  levy  from  owners  of  material 
capital  if,  a  given  aggregate  amount  of  levy  having  been  deter- 
mined upon,  owners  of  immaterial  capital  are  exempted.  Owing 
to  the  fact  that  "  earned  income  "  is  interpreted  by  the  Revenue 
authorities  so  as  to  include  the  earnings  of  private  businesses, 
which  are,  of  course,  largely  the  fruit  of  material  capital,  it 
is  impossible  to  make  this  calculation  with  any  approach  to  accu- 
racy. On  the  basis  of  such  statistics  as  are  available  it  may,  how- 
ever, be  hazarded  that,  of  income  falling  within  the  province  of 
the  income-tax,  probably  as  much  as  three-quarters  of  the  whole 
is — or,  at  all  events,  will  be  after  the  war,  when  War  Loan 
holdings  come  into  the  account — due  to  material  capital.  Since 
the  largest  "  earned  *'  incomes  are  likely  to  belong  to  elderly  men, 
the  number  of  years'  purchase  at  which  they  should  be  capitalised 
is  presumably  small.  Say  it  is  on  the  average  ten  years.  This, 
with  interest  at  5  per  cent.,  will  make  the  present  value  of  the 
existing  immaterial  capital  something  like  one-tenth  of  the  value 
of  existing  material  capital.  Even,  therefore,  if  no  account  is 
taken  of  the  fact  that  a  considerable  part  of  the  country's  brain- 
power belongs  to  people  whose  total  capital  is  relatively  small  and 
would,  therefore,  under  a  graduated  scale,  be  subject  to  a  low 
rate  of  levy,  it  will  follow  that  the  exemption  of  brain  capital 
from  the  levy  will  not  make  very  much  difference  to  the  burden 
which  owners  of  material  capital  will  have  to  bear.  It  will  only 
make  this  burden,  on  the  average,  one-tenth  larger  than  it  would 
have  been  if  brain  capital  had  borne  its  proper  ^hare.  If  this  cal- 
culation is  anything  like  correct — obviously,  it  rests  largely  on 
guess-work— the  unfairness  involved  in  a  special  levy  from  which 
brain  capital  is  exempt  is  small.    It  is  not  imix)rtant  enough  to 
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rule  out  of  cotui;  a  method  of  dealing  with  the  national  debt  which 
has  been  shown  to  have  subRtantial  advantages  from  the  side  of 
production. 

So  far  we  have  proceeded  on  the  assumption  that  brain  capital 
cannot  be  brought  under  the  levy.  And  it  is  quite  clear  that  it 
cannot  be  brought  under  it  directly  in  the  same  way  as  material 
capital.  If,  however,  it  is  held  that  fairness  absolutely  demands  it, 
a  way  out  of  the  difficulty  is  available.  It  would  be  possible  to 
assess  upon  all  persons  now  paying  income-tax  upon  earned 
income  an  additional  annual  tax  for  the  remainder  of  their  lives, 
actuarally  equivalent  to  the  burden  which  would  have  been  imposed 
upon  them  had  they  been  brought  directly  under  the  special 
levy.  The  proceeds  of  the  tax  should  be  used,  not  in  paying  in- 
terest on  the  debt,  but,  like  the  money  raised  by  the  special  levy 
itself,  in  helping  to  wipe  out  the  principal.  From  the  point  of 
view  of  production  it  would,  of  course,  be  best  that  this  tax  should, 
if  possible,  be  a  fixed  annual  amount  like  a  rent-charge,  and  not 
an  amount  dependent  upon  the  income  actually  earned  from  year 
to  year  by  the  persons  made  subject  to  it.  Whether  on  the  whole 
it  is  desirable  that  a  compensatory  impost  of  this  kind  should  be 
placed  upon  the  earned  incomes  of  persons  now  alive,  seems  to 
me  very  doubtful.  The  chief  pcHnt  in  its  favour  is  that  its  asso- 
ciation with  the  special  levy  on  material  capital  would  emphasise 
the  exceptional  character  of  that  levy,  and  so  perhaps  slightly 
mitigate  the  fear — highly  injurious  to  saving  and  production — 
that  capital  levies,  once  experienced,  will  be  repeated  at  short 
intervals  for  ordinary  revenue  purposes.  But  it  is  not  necessary 
to  my  argument  to  decide  for  or  against  this  compensatory  impost. 
It  is  sufficient  to  have  shown  that,  if  a  special  levy  on  material 
capital  alone  ia  considered  too  unfair  to  be  admissible,  means  exist 
by  which  the  unfairness  can  be  removed. 

At  this  point,  however,  another  line  of  argument  is  en- 
countered. A  special  levy  on  material  capital  may  be  desirable 
from  the  standpoint  of  productivity,  and  it  may  be  so  arranged  as 
to  be  free,  in  theory,  from  any  large  element  of  unfairness;  but, 
say  its  opponents,  it  is  in  practice  quite  unworkable.  For  two 
insuperable  difficulties  stand  in  its  way,  the  difficulty  of  valuation 
and  the  difficulty  of  actually  collecting  the  levy.  These  difficulties 
we  have  now  to  review.  To  do  this  satisfactorily,  we  need  to 
know  in  what  forms  the  capital  of  the  country  is  held,  and  what 
is  the  relative  importance  of  the  several  forms.  Upon  this  matter 
no  direct  information  is  available.     But  the  statistics  of  estates 
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passing  at  death  throw  some  light  upon  it.  For  the  fiscal  year 
1913-14  and  1914-15  the  gross  capital  of  which  the  Estates  Duty 
Commissioners  had  notice  was  made  up  as  follows  : — 

DiSTBIBUTION  OF  PbOPEBTT. 


Stocks,  funds,  shares,  etc 

Cash  in  home  and  bank         

Money  on  mortgage,  etc 

Policies  on  insurance 

Trade  assets,  book  debts,  soodwiU,  etc* 
Household  ffoods,  apparel,  etc. 

A^culturiJ  land         

House  property  and  business  premises 

Orouna  rents,  etc 

Other  property  

Total       


Except  in  so  far  as  some  forms  of  property  evade  death  duties 
more  easily  than  others,  the  first  two  columns  of  the  above  table 
may  be  taken  to  represent  roughly  the  distribution  of  property 
among  different  forms  before  the  war.  After  the  war,  however, 
it  may  be  expected,  in  consequence  of  the  enormous  volume  of 
War  Loan  securities,  that  the  proportion  of  the  whole  represented 
in  stocks,  fimds,  shares,  etc.,  will  be  very  greatly  increased.  War 
Loan  by  itself  will  very  likely  amount  to  one-third  of  the  whole, 
so  that,  though  there  must  be  set  against  it  a  large  diminution 
in  our  holdings  of  foreign  securities,  it  may  well  be  that  the  first 
item  in  the  table  will  be  raised  to  60  per  cent.  If  this  happens, 
all  the  other  percentages  must  be  reduced  to  two-thirds  of  what 
they  stood  at  in  1914-15,  and  the  third  column  of  the  table  will 
roughly  represent  the  facts.  In  that  column,  then,  we  have  a 
starting-point  for  estimating  the  true  scale  of  the  valuation 
problem. 

Clearly,  there  need  be  no  serious  difficulty  about  the  first  four 
items,  with  the  exception,  perhaps,  of  those  classes  of  securities 
which  change  hands  so  seldom  that  their  quotations  are  more  or 
less  fictitious.  These  items  tiogether  we  have  estimated  to  amount 
after  the  war  to  some  70  per  cent,  of  the  whole.  Further,  the 
most  important  of  the  other  items,  namely,  house  property,  busi- 
ness premises  and  agricultural  land,  could  be  roughly  assessed 
on  the  basis  of  the  income-tax  returns,  appeal  being  allowed  to 
anyone  who  felt  himself  aggrieved.  But  for  trade  assets,  etc., 
household  goods  and  apparel,  and  miscellaneous  property,  it  would 
seem  that  the  only  available  method  is  direct  appraisement — 
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a  process  which  it  would  take  years  to  apply  over  the  whole 
country.  On  the  figures  given  in  the  table,  these  itema  should 
work  out  after  the  war  at  some  13  per  cent,  of  the  whole.  But, 
since  they  probably  evade  death  duties  to  a  considerable  extent, 
and  so  are  not  fully  counted,  it  would  be  safer  to  reckon  them 
at,  say,  20  per  cent.  Plainly,  to  leave  them  outside  our  capital 
levy  would  be  very  unfair  to  owners  of  other  sorts  of  property, 
and  would  be  the  more  objectionable  in  that  it  would  directly 
benefit  those  persons  who,  during  the  war,  have  been  trying  to 
evade  their  obligations  to  the  State  by  investing  their  resources 
in  such  things  as  pearls  and  pictures.  On  the  other  hand,  the 
task  of  a  general  valuation  is  so  prodigious  and  would  prove  so 
irritating  that  any  Government  would  think  many  times  before 
embarking  upon  it.  Here,  therefore,  is  a  serious  impasse.  It 
would  seem,  however,  that  the  difficulty  might  be  got  over  by 
postponing  the  levy  due  from  these  items  and  storing  it  up,  as 
it  were,  till  the  next  occasion  on  which  they  pass  at  death  and 
so  have  to  be  valued  in  the  ordinary  course.  No  doubt,  this  post- 
ponement would  o£Fer  opportunities  for  evasion  to  unscrupulous 
persons.  That,  however,  cannot  be  helped.  It  would  be  better 
to  accept  that  loss  than  to  undertake  the  gigantic  task  of  an  imme- 
diate general  valuation.  The  evasion  and  the  loss  to  Government 
that  must  result  from  it  is  regrettable.  But  it  is  not  a  fatal 
obstacle  to  a  special  levy  on  capital,  any  more  than  the  evasion  oi 
death-duties  and  income-tax  that  now  takes  place  is  a  fatal  objec- 
tion to  these  means  of  raising  revenue.^ 

There  remains  the  difficulty  of  actually  collecting  the  levy.  It 
is  often  maintained  that  this  cannot  practically  be  done,  because, 
if  it  were  attempted,  a  vast  number  of  people  would  be  compelled 
to  throw  securities  and  other  property  on  the  market  in  order 
to  obtain  the  wherewithal  to  pay  the  levy,  and  would  find  there 
no  buyers.  The  first  and  most  obvious  answer  to  this  objection  is 
that  the  Government  need  not  require  payment  of  the  levy  in 
cash.  There  is  no  reason  why  it  should  not  accept  all  Trustee 
securities,  and  many  others  in  which  there  is  normally  a  free  and 
fairly  wide  market,  at  their  market  value  on  some  specified  day. 
Of  course,  if  it  did  this,  it  would  lose  through  some  of  these  securi- 
ties failing  in  value,  but,  the  field  being  wide,  it  would  probably 
gain  to  about  an  equal  extent  through  others  rising.     Since  then 

>  Since  this  waa  wriUen,  Mr.  Arnold  has  miggMied  in  the  House  of 
Commons  an  ingenious  plan  undsr  which,  in  the  first  instance,  the  levy  would  be 
ooUeoted  on  valuations  made  by  the  owners  of  capital  themselves,  the  State 
subsequently  going  through  these  valuations  at  leisure  and  making  the 
neoessary  adjustments  up  or  down. 
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we  have  reckoned  that  some  60  per  cent,  of  the  capital  of  the 
country  will  be  represented  by  securities,  the  great  majority  of 
people  subjected  to  the  levy  would  probably  be  able  to  meet  it 
without  making  any  sales  at  all.  But,  even  if  this  were  not  so, 
or  if,  for  any  reason,  the  Government  decided  to  accept  in  pay- 
ment only  a  very  limited  class  of  securities,  the  argument  here 
under  review  would  not  be  valid.  For,  after  all,  whatever  money 
is  paid  over  to  the  Treasury  will  not  be  locked  up  there  in  a  box, 
but  will  probably  be  expended  in  buying  up  and  cancelling  War 
Loan  stock.  The  people  from  whom  this  stock  is  bought  will 
want  other  securities  instead  of  it  and  will,  therefore,  constitute 
a  market  for  those  that  other  people  are  offering  for  sale  in  order 
to  raise  money  for  the  levy.  There  should  be  no  difficulty  about 
so  arranging  things,  with  the  help  of  temporary  loans  from  the 
banks,  that  the  Government  purchase  of  War  Loan  keeps  pace 
with  the  sale  of  the  other  securities,  thus  making  the  market  for 
them  effective  and  obviating  the  need  of  forced  sales. 

No  doubt,  however,  certain  persons  will  not  be  in  a  position  to 
raise  either  money  or  securities  to  meet  the  levy  upon  them,  if 
they  are  compelled  to  pay  the  whole  of  it  at  once.  Owners  of 
private  businesses,  the  greater  part  of  whose  resources  is  locked 
up  in  their  businesses,  and  whose  holding  of  securities  is  not  more 
than  sufficient  to  provide  collateral  for  loans  in  case  of  need,  can- 
not be  expected  to  raise  large  sums  quickly.  Some  landowners 
may  be  similarly  situated.  It  would  be  necessary  to  allow  these 
persons  the  option  of  payment  by  instalment,  as  is  done  at  present 
under  death  duties,  or  even  perhaps  in  special  circumstances  to 
accept  the  payment  oi  interest  on  the  levy,  until  such  time  as  the 
property  affected  was  broken  up  on  the  death  of  its  owner  or  other- 
wise, and  the  payment  of  the  principal  thus  became  feasible.  It 
is  obviously  within  the  power  of  the  Eevenue  authorities  to  make 
satisfactory  rules  for  overcoming  technical  difficulties  of  this  kind. 
On  the  whole,  therefore,  it  would  seem  that  thep'oblem  of  actually 
collecting  the  levy,  as  well  as  the  problem  of  valuation,  can  be 
adequately  solved.  The  plea  that  a  special  levy  on  capital  would 
be  unworkable  in  practice  cannot  be  sustained. 

We  come  thus  to  our  final  problem  :  What  rates  ought  to  be  im- 
posed on  different  capitals  and  what  aggregate  amount  of  levy 
should  be  looked  for?  The  first  question  that  has  to  be  answared 
in  this  connection  is  :  Ought  holdings  of  War  Loan  to  be  placed, 
in  the  matter  of  rates,  on  the  same  footing  as  other  capital,  or 
should  they  be  accorded  specially  favourable  treatment?  There  is 
clearly  no  case  for  the  special  treatment  of  War  Loan  stock  which 
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has  been  obtained  by  the  conversion  of  consols  or  from  the  pro- 
ceeds of  the  sale  of  other  securities  held  before  the  war.  But  some 
of  the  War  Loan  stock  which  has  been  purchased  with  new  money 
has,  no  doubt,  been  the  fruit  of  special  and  patriotic  saving,  for 
which  some  recognition  might  be  claimed.  Furthermore,  it  must 
be  remembered  that  all  capital  created  with  new  money  during 
the  war  has  been  subjected  to  a  burden,  not  experienced  by  the 
capital  accumulated  in  earlier  times,  in  consequence  of  the  high 
war  income-tax ;  and  War  Loan  constitutes  the  predominant  part 
of  this  war-time  creation  of  capital.  Against  these  considerations 
has  to  be  set  the  fact  that  it  would  be  practically  very  difficult  to 
distinguish  War  Loan  holdings  that  have  been  bought  with  new 
money  from  other  War  Loan  holdings ;  and  still  more  difficult  to 
distinguish  among  them  those  that  are  the  fruit  of  special  p&triotic 
savings  from  those  that  have  been  secured  out  of  abnormal  war 
profits.  It  has  also  to  be  remembered  that  a  special  levy  on 
capital  will  be,  to  a  large  extent,  a  substitute  for  high  continuous 
income-tax  on  unearned  income,  and  that  nobody  has  proposed 
to  give  income  from  (ordinary)  War  Loan  any  special  abatement 
under  income-tax.  Probably  it  would  be  convenient  to  privilege 
jWar  Loan  to  the  extent  of  accepting  it  in  payment  of  the  special 
levy  on  terms  somewhat  more  favourable  than  are  accorded  to 
cash  and  other  securities,  but,  on  the  whole,  particularly  in  view 
of  the  heavy  reduction  that  any  more  substantial  privilege  must 
cause  in  the  yield  of  the  levy,  the  case  for  going  further  than  this 
does  not  seem  to  be  made  out. 

A  more  difficult  question  to  decide  is  whether  the  rates  of  the 
special  levy  should  depend  simply  on  the  amount  of  people's  hold- 
ings or  should  take  account  also  of  the  size  of  their  families.  There 
can  be  no  doubt  that  the  present  income-tax  scheme,  under  which, 
except  for  small  incomes,  bachelors  and  the  fathers  of  a  number 
of  young  children  have  to  pay  practically  equal  taxes,  is  exceed- 
ingly unfair.  For  income-tax  this  unfairness  could  easily,  be 
remedied.  But  with  a  levy  on  capital  there  is  the  difficulty  that 
a  man  who  was  a  bachelor  at  the  moment  the  levy  was  made  might 
be  a  family  man  a  few  years  later,  while  one  who  was  a  family 
man  then  might,  in  a  little  while,  have  become  a  childless  widower. 
Under  an  income-tax  adjusted  to  family  conditions  these  changes 
would  be  allowed  for  automatically ;  but,  under  a  levy  on  capital, 
since  this  accomplishes  itself  once  and  for  all,  no  allowance  for 
them  would  be  possible.  Clearly,  therefore,  if  it  is  decided  to 
modify  the  rate  of  levy  according  to  family  conditions,  the  extent 
of  the  modification  ought  to  be  much  smaller  than  would  be  appro- 
No.  110.— VOL.  xxvni.  M 
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priate  under  income-tax.  Probably  the  best  that  can  be  done 
practically  is  to  allow  some  shght  modifications  where  capitals 
are  small,  but  none  where  they  are  large.  We  need  not  con- 
template any  relief  substantial  enough  to  affect  seriously  the  aggre- 
gate return  from  any  given  scheme  of  levy.  What  then  should 
the  scheme  be,  and  what  yield  may  be  hoped  for  from  it? 

In  an  important  paper  in  the  Journal  of  the  Royal  Statistical 
Society  (July,  1915),  Sir  Bernard  Mallet  and  Mr.  Strutt  have 
estimated  that  the  capital  of  the  country  in  private  hands  in  any 
year  is  about  thirty  times  the  amount  passing  at  death  in  that 
year.  This  "  multiplier"  is  the  result  of  a  very  elaborate  and 
skilful  inquiry,  and,  though,  of  course,  it  is  liable  to  error,  for 
the  present  it  holds  the  field.  For  the  year  1913-14  Sir  Bernard 
Mallet  and  Mr.  Strutt  take  the  net  value  of  the  property  passing 
at  death  to  be  approximately  equal  to  the  net  value  of  property 
of  which  the  Commissioners  of  Inland  Revenue  have  notice  for 
Estate  and  Probate  duty,  plus  an  estimated  allowance  of  some 
£65  millions  (including  £15  millions  as  between  husbands  and 
wives)  for  settled  property  not  coming  under  review.  The  total 
amounted  to  £359  millions.  Multiplying  by  30,  this  gives  an 
aggregate  of  approximately  £11,000  millions  of  property  in  private 
hands  in  the  United  Kingdom  in  1913-14.  This  figure  we  may 
take  as  a  starting  point.  In  order  to  obtain  an  idea  of  the  kind  of 
return  that  any  given  scheme  of  levy  on  capital  after  the  war 
might  be  expected  to  yield,  we  require  some  estimate  of  what  the 
corresponding  figure  for  aggregate  capital  values  in  private  hands 
will  amount  to  then. 

In  August,  1914,  a  law  was  passed  by  which  the  relief  hitherto 
granted  to  settled  property  (other  than  husbands'  and  wives') 
passing  at  death  under  the  terms  of  a  prior  disposition  was  abro- 
gated. Consequently,  some  fifty  millions  of  money  passing  at 
death,  which  under  the  old  rule  would  not  have  come  under  the 
notice  of  the  Inland  Revenue  Commissioners,  and  for  which  Sir 
Bernard  Mallet  and  Mr.  Strutt  made  an  allowance,  would  under 
the  new  rule  come  under  their  notice  and  be  recorded.  Conse- 
quently, had  the  capital  value  of  property  generally  remained  as 
before,  the  value  paying  estate-duty  in  1914-15  should  have  been 
some  £50  millions  more  than  it  was  in  1913-14.  As  a  matter  of 
fact,  it  was  only  some  £10  millions  more.  The  inference  b  that, 
in  consequence  of  the  war,  property  in  general  depreciated  in 
1914-15  in  the  ratio  of  something  like  360  to  320,  that  is,  by 
about  11  per  cent.  This  inference  is  not  a  surprising  one  when 
account  is  taken  of  the  great  fall  in  the  value  of  securities,  con- 
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sequent  upcMi  the  rise  in  the  rate  of  interest  offered  for  new 
capital. 

After  1914-16  statistics  of  capital  coming  under  the  notice  of 
the  Inland  Bevenue  Commissioners  are  no  longer  available.  We 
have,  however,  figures  for  the  yield  of  the  estate  duties.  The  yield 
in  1916-17  exceeded  the  yield  in  1914-16  by  about  12  per  cent. 
In  view  of  the  various  reliefs  that  the  law  accords  to  the  estates 
of  soldiers  killed  in  the  war,  it  is  not  necessary  to  discount 
this  increase  very  greatly  on  account  of  war  casualties.  Conse- 
quently, as  a  very  rough  statement,  we  may  perhaps  conclude 
that  the  contraction  in  the  value  of  property  in  private  hands  that 
took  place  in  the  first  year  of  the  war  had  been  made  good  by 
1916-17,  and  that  in  that  year  this  value  had  returned  to  about 
what  it  was  in  1913-14,  namely,  £11,000  millions.  The  recovery 
was  [Mresumably  due  to  the  excess  of  new  War  Loan  holdings  over 
the  further  depreciation  of  other  property  and  the  loss  of  foreign 
securities  by  sale  abroad. 

To  step  from  this  platform,  which  is  itself  extremely  insecure, 
to  the  probable  value  of  property  in  private  hands  when  the  war 
and  the  post-war  settlement  are  over,  is,  of  course,  only  possible 
by  the  help  of  extremely  hazardous  guess-work.  In  April,  1917, 
internal  debt  amounted  to  something  over  £3,000  millions.  We 
are  supposing  that,  by  the  end  of  the  war  and  the  settlement, 
this  internal  debt  will  have  become  £8,000  millions.  Conse- 
quently, if  no  other  factor  comes  into  play  to  affect  the  value 
of  property  in  private  hands,  we  should  expect  this  property 
to  have  increased  by  some  £5,000  millions.  Of  course, 
however,  other  factors  will  come  into  play.  First,  there 
will  be  the  physical  deterioration  of  a  great  deal  of  existing 
property  through  inadequate  renewals  and  repairs— against  which 
will  have  to  be  set  the  creation  of  new  property  in  the  iron  and 
steel  and  other  industries  associated  with  the  war.  Secondly, 
there  will  be  changes  in  price  level,  which  must  affect  the  value  of 
such  things  as  house  property.  Thirdly,  there  will  be  changes  in 
the  rate  of  interest.  It  is  impossible  to  forecast  the  net  effect  of 
these  various  factors.  Since,  however,  we  require  some  figure, 
I  hazard  the  guess  that,  apart  from  the  new  War  Loan  securities, 
the  value  of  the  country's  capital  will  be  much  the  same  after  the 
war  as  in  1916-17.  This  means  that,  counting  the  new  War 
Loan,  it  will  come  to  somewhere  about  £16,000  millions,  or  half  as 
much  again  as  it  teas  immediately  before  the  war. 

The  scale  of  estate  duties  ruling  from  August,  1914  ranges  from 
1  per  cent,  on  estates  from  £100  to  £500  up  to  20  per  cent,  on 
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estates  of  one  million  and  upwards.  The  yield  of  these  dutie» 
in  1913-14  (when  estates  passing  under  settlement  were  exempt) 
was  £21*64  millions.  Had  the  settled  estates  been  included,  it 
would,  on  Sir  Bernard  Mallet's  and  Mr,  Strutt's  figures,  have 
been  about  dE26  millions.  Hence  a  levy  on  the  estate-duty  scafe 
on  all  property  in  private  hands  would  have  yielded  some  thirty 
times  this  amount,  namely,  £800  millions.  It  follows  that,  i/, 
after  the  war,  a  levy  on  the  estate-duty  scale  on  all  property  in 
private  hands  gives  the  same  proportional  return  as  it  lootUd  have 
done  in  1913-14,  that  return  will  amount  to  £1,200  millions.  But, 
in  order  that  the  italicised  condition  may  be  fulfilled,  the  new 
property  we  are  supposing  to  have  come  into  existence  must  be 
spread  over  the  groups  subject  to  different  rates  of  duty  in  the 
same  ratio  as  the  property  existing  in  1913-14.  This  is  made 
obvious  by  the  annexed  table,  in  which  are  shown  for  1914-15  the 
several  rates  of  estate  duty  together  with  the  proportion  of  the 
taxed  property  subject  to  each  rate. 
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23 

12 
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13 
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14 
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16 
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17 
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2-3 

18 
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00 

18 

800,000—1,000,000 

1*3 

19 

Over  1,000,000 

60 

20 

Now  it  is  practically  certain  that,  during  the  war,  rich  people, 
who  have  had  a  greater  margin  for  saving  than  poor  people,  will 
have  added  to  their  capital  in  a  larger  proportion.  Consequently, 
the  percentages  in  the  lower  half  of  the  first  column  of  this  table, 
that  is  to  say,  the  percentages  representing  capital  liable  to  the 
higher  rates  of  levy,  will  have  increased,  while  the  percentages  in 
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the  upper  half  will  have  diminished.  It  is,  of  course,  impossible 
to  say  how  large  this  shifting  will  have  been.  Let  us  suppose 
that  the  new  capital  will  be  in  the  hands  of  rich  people  in  such  a 
proportion  that  it  is  on  the  average  subject  to  double  the  rate 
of  duty  to  which  capital  in  general  is  subject.  On  this  assump- 
tion a  levy  on  the  estate-duty  scale  on  all  property  in  private  hands 
after  the  war  would  yield  some  £1,600  millions. 

If  the  capital  equivalent  of  the  1917-18  rates  of  income-tax  and 
sui)er-tax  on  unearned  income  are  calculated  on  the  basis  of  a 
5  per  cent,  rate  of  interest,  it  will  be  found  that  the  resultant  scale 
has  a  rough  resemblance  to  the  scale  (except  in  its  lowest  part) 
that  would  be  formed  by  doubling  throughout  the  1917-18  rates  of 
estate  duties.  The  two  scales  move  upward  in  the  same  general 
way  and  both  come  to  rest  in  the  neighbourhood  of  40  per  cent. 
In  view  of  this  fact  it  must  be  conceded  that  a  capital  levy  on  a 
Hcale  double  the  1917-18  estate-duty  scale  would  not  pass  the 
bounds  of  what  practice  is  already  in  effect  acquainted  with.  In 
view  of  the  extreme  financial  need  we  might,  I  think,  venture  upon 
a  scale  as  high  as  this.  On  the  basis  of  the  calculations  set  out 
above,  a  levy  on  that  scale  would  yield  some  £3,200  millions.  There 
is,  however,  clearly  no  reason  why  the  upward  movement  of  the 
scale  should  stop  abruptly,  as  it  would  do  if  the  estate-duty  rates 
were  simply  doubled  and  no  other  change  made,  with  fortunes 
of  £1  million.  By  steepening  it  at  the  upper  end  we  might  make 
it  yield  something  more.  Yet  another  addition  could  be  made 
by  bringing  under  the  levy  some  impersonal  property  not  in 
private  hands,  such  as  investments  of  insurance  companies,  a  pro- 
portion of  companies*  reserve  funds,  the  property  of  some  corpor- 
ations, and  so  on.  With  good  luck  our  levy  might  be  made  to 
yield  not  far  short  of  £4,000  millions,  or  half  the  anticipated 
internal  debt.  If  that  amount  of  debt  could  be  wiped  off,  we 
should  be  enabled  to  dispense  with  some  £240  millions  of  annual 
taxation — almost  exactly  the  sum  that  the  income-tax  and  super- 
tax brought  into  the  Exchequer  in  1917-18,  and  considerably 
more  than  the  whole  revenue  before  the  war.  The  help  that  would 
be  given  towards  balancing  the  post-war  Budget  is  therefore  real 
and  substantial.  If,  as  many  persons  may  be  inclined  to  think, 
the  national  capital  ought  to  be  put  higher  than  the  figure  I  have 
taken,  the  gain  would  be  pro  ianto  greater. 

This  discussion,  despite  the  length  to  which  it  has  extended, 
does  not,  of  course,  profess  to  be  exhaustive.  There  are  many 
difficult  points  of  detail,  such  as  the  treatment  of  foreign  holders 
of  various  forms  of  British  property— balances  or  current  accountt 
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in  British  banks  at  the  one  extreme »  house  property  at  the 
other — the  treatment  of  charitable  and  educational  ccnrporations, 
and,  perhaps,  most  puzzling  of  all,  the  treatment  of  British  holders 
of  4  per  cent.  War  Loan  guaranteed  free  of  income-tax — ^about 
which  nothing  has  been  said.  All  these  things  require  consider- 
ation. Further  inquiry,  too,  is  needed  into  the  statistical  side 
of  the  problem,  and  into  the  exact  type  of  graduation  which  the 
scale  of  rates  should  embody.  Indeed,  the  whole  subject  would 
well  repay  study  by  an  expert  Treasury  Ck)mmittee.  For  the  plan 
of  imposing  a  special  levy  on  capital  after  the  war  is  over  is  not 
red  revolution.  It  is  a  policy  seriously  put  forward  to  meet  a 
financial  situation  so  difficult  that  any  method  oi  dealing  with 
it  is  bound  to  involve  a  number  of  grave  disadvantages. 

A.  C.  PiGOU 
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>««t    A  C«f^  Jjtry  does  not  use  up  hquid  capii;aJ  at  ai: ;  it 
awdr  *a«sre.  n»  oimerHbip  to  some  ext«nt.    The  toJaJ  «axM:nt 
«f^Bd  ofiiti  .vaibWe  in  the  country  \rouH  not  he  *h«*a  tv 
^aaotAei  a  peony  piece  by  the  operation.     The  Lerr  is  for 
theporpo*  of  paying  off  War  Stock,  and  in  a»  far  as  the  Lerr 

I^k^K      »•«  cheques  and  «,  forth-the  Gom»mem  dc^s 

off  holders  of  War  Stock.    The  total  amount  of  «sh  t.k«  hr  ^ 
Goternment  from  mdividuais  under  a  Capital  Lew  wil]  be  e^t V 
equal  to  the  total  amount  of  cash  paid  by  the  C^x^^t  w^ 
Persons,  bat  .8.  to  holders  of  War  Stock.    MuchTTcLT^ 
be  used  to  pay  off  part  of  the  holdings  of  b«fc  «dk^  J^ 
panies.  and  some  cash  also  wUI  of  oL*  ^^  ^^T* 
holders  of  War  Stock.   The  banks  ZS  ^  ^-*"  °^^^^^ 
viduals  ,ho  r«.ive  casht  ^""^^^  *1^  -^ 
have  it  avaUable  to  lend  or  to^  ^  ^«  §*«*  ^--  then 
balance.thereforetlitot^.L*?^''^  ^'"^ 

wmnotbealterS'a^^^*^^'^:^ 
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are  accustomed  to  go  for  capital.  Moreover,  those  limited  com- 
panies which  hold  War  Stock — and  nearly  all  do — would  receive 
cash  for  part  of  their  holdings.  So  that  the  main  industrial  con- 
cerns of  the  country  after  the  war  would,  under  a  Capital  Levy, 
have  a  larger  amount  of  liquid  capital  available  than  they  would 
have  under  the  alternative  plan  of  a  high  income-tax. 

In  so  far,  then,  as  the  Levy  is  paid  in  cash,  it  would  mean 
no  stagnation  of  trade  and  industry,  but  I  believe  that  propor- 
tionately very  little  of  the  Levy  would  be  paid  in  cash.  There 
is,  indeed — at  any  rate,  in  theory — no  absolute  reason  why  a  penny 
piece  of  cash  should  be  required  for  the  operation.  But  I  do  not 
wish  to  examine  a  scheme  which  excluded  cash  altogether,  because 
it  would  be  somewhat  inelartic.  All  I  would  say  is  that  under  a 
good  and  easily  practicable  scheme  the  amount  of  cash  required 
would  be  very  much  smaller  than  is  commonly  supposed,  and 
would  constitute  no  difficulty  at  all. 

I  come  now  to  the  problem  of  reaUsation  in  order  to  pay  or 
meet  the  Levy.  It  is  objected  that  securities  and  so  forth  would 
be  thrown  on  the  market  all  at  once,  when  there  were  no  buyers 
about,  or  few  buyers  about,  and  that  prices  would  collapse.  In 
point  of  fact  by  four  principal  methods  the  whole  of  the  Levy  can 
be  paid  or  met  with  little  or  no  realisation  or  selling  of  securities 
or  property  at  all. 

The  first  and  most  obvious  method  is  by  payment  direct  in 
War  Stock,  and  by  that  I  mean  War  Stock  of  every  kind — War 
Loan  1929-47,  National  War  Bonds,  and  Exchequer  Bonds  of 
every  denomination,  Treasury  Bills,  and  so  forth.  Any  kind  of 
British  War  Stock  could  be  handed  over  to  the  Government  in 
payment  of  the  Levy,  and  the  Government  when  it  received  the 
Stock  would  simply  cancel  it.  That  does  not  mean  that  War 
Stock  holders  would  be  in  a  worse  position  than  anybody  else. 
On  the  contrary,  they  would  be  in  a  somewhat  better  position. 
The  price  at  which  the  Stock  would  be  taken  in  payment  of  the 
Levy  would  be  so  fixed  as  to  give  some  advantage  to  War  Stock 
holders.  To  pay  in  War  Stock  would  not  be  compulsory.  It 
would  be  entirely  optional,  but  it  would  be  encouraged  by  some 
advantage  in  price  and  also  it  would  be  an  easy  way  of  paying 
the  Levy  and  it  would  undoubtedly  be  largely  chosen. 

The  second  method  of  paying  the  Levy  without  realising  stocks 
and  shares  is  by  handing  over  to  the  Treasury  recognised  securities 
ut  certain  fixed  quotations.  The  Treasury  would  issue  a  list  of 
becurities  which  would  be  accepted  in  payment  of  the  Levy. 
Several  lists  have  been  issued  by  the  Treasury  during  the  war 
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for  the  purpose  of  mobillBing  securities.  By  a  somewhat  similar 
operation  many  recognised  securities  would  be  accepted  in  pay- 
ment of  the  Capital  Levy.  The  list  would  include  Colonial  Grovern- 
ment  Stocks,  Indian  Government  Stocks,  British  Corporation 
Stocks,  Loans  of  Public  Bodies  in  the  United  Kingdom,  Deben- 
tures and  Prior  Charges  of  the  Home  Railways  and  of  the  bent 
Colonial  and  Foreign  Railways,  and  Debenture  Stocks  and  Prefer- 
ence  Shares  of  good  companies.  All  these  securities  could  be 
handed  over  to  the  Government  In  pajrment  of  the  Levy.  The 
Government  in  its  turn  would  have  no  need  to  realise.  The  great 
bulk  of  the  securities  would  be  speedily  exchanged  by  the  Govern- 
ment with  War  Stock  holders  under  voluntary  and  agreed  arrange- 
ments, some  slight  advantage  in  price  being  given  to  War  Stock 
holders  as  an  inducement  to  them  to  make  the  exchange.  All 
details  of  these  arrangements  would  be  at  the  discretion  of  the 
Treasury.  Under  them  a  very  large  amount  of  the  debt  of  the 
country  would  be  dealt  with  and  cancelled.  There  would,  of 
rourse,  be  no  compulsion  about  thcHc  exchanges.  They  would 
be  perfectly  voluntary,  but  many  companies  and  individuals  will 
be  very  willing  to  make  them,  especially  in  view  of  the  fact  that  the 
rate  of  interest  at  present  yielded  by  high-class  securities  is  almost 
certain  to  go  down  as  years  go  on,  and,  therefore,  good  irredeem- 
able securities  with  fixed  interest  are  better  as  a  permanent  hold- 
ing than  War  Stock.  In  view  of  these  considerations,  it  is  obvious 
that  many  companies  and  individuals  would  readily  exchange  on 
favourable  terms,  say  dE10,000  of  War  Loan  1929-47  for  about — 
at  present  prices — j615,600  of  London  and  North  Western  Railway 
Debenture  Stock,  and  the  Treasury  would  have  at  its  disposal 
for  exchange  purposes  a  large  mass  of  most  excellent  securities 
which  would  have  been  handed  over  to  the  Government  in  pay- 
ment of  the  Levy.  For  {Hectical  purposes  these  securities  are 
as  safe  as  War  Stock,  and  there  is  a  much  greater  prospect  of 
them  appreciating  largely  in  capital  value  because  they  are 
irredeemable. 

It  is  well  known  to  those  in  touch  with  these  matters  that 
many  companies  and  individuals  have  taken  more  War  Stock 
than  they  really  want.  It  ia  true  the  rate  of  interest  is  high, 
but  at  this  time  of  great  depreciation  of  gilt-edged  stocks,  when 
tempting  bargains  abound  on  every  hand,  many  investors  would 
prefer  to  put  their  money  into  such  securities  yielding  a  high  rate 
of  interest  in  perpetuity.  While  many  have  invested  largely  in 
War  Stock,  others  have  not  done  so,  but  have  picked  up  bargains 
of  low-priced  first-class  securities  yielding  a  high  rate  of  interest 
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with  perfect  safety  in  perpetuity,  and  with  every  prospect  of  a  big 
appreciation  in  capital  value.  War  Stock  holders,  on  the  other 
hand,  cannot  look  for  much  appreciation  in  capital  value,  because 
of  the  Bedemption  Clause.  It  is,  therefore,  only  fair  that  these 
matters  should  be  adjusted,  at  any  rate,  to  some  extent,  so  that 
War  Stock  holders  will  not  be  penalised  as  they  unquestionably 
would  be  under  a  high  income-tax  scheme.  Under  the  exchange 
system  which  I  have  outlined  it  is  clear  that  a  big  adjustment 
would  take  place  to  the  advantage  of  War  Stock  holders  and  also 
a  very  large  amount  of  War  Stock  would  be  dealt  with  and  can- 
celled. 

The  third  way  of  meeting  the  Capital  Levy  without  realising 
8ecuritieb  is  by  credit  facilities  or  alternatively  by  payments  out 
of  income.  As  regards  credit  facilities  the  Government  would 
in  the  main  arrange  with  the  banks  for  facilities  to  be  given.  The 
capitalists,  who  would  be  allowed  to  resort  to  credit  facilities,  or, 
alternatively,  to  pay  out  of  income,  would  be  owners  of  land  and 
real  property  and  men  who  have  their  money,  or  most  of  their 
money,  locked  up  in  industry  and  business,  as,  for  instance,  in 
a  factory,  fixed  plant,  stocks  of  goods,  and  so  on.  These  classes 
of  persons  could  meet  the  Levy  by  giving  a  mortgage  or  some 
other  form  of  security  in  order  to  secure  credit.  The  principal 
way,  but  not  the  only  way,  would  be  that  this  arrangement  should 
be  made  through  the  banks,  and  the  banks  would  be  guaranteed 
by  the  Government  against  loss.  Any  loss  there  might  be  could 
only  be  small,  and  at  the  worst  would  be  negligible  in  proportion 
to  operations  of  this  magnitude.  The  Government  guarantee 
would  mean  that  the  borrower  would  have  the  fairest  and  easiest 
terms.  On  the  other  hand,  these  operations  would  not  require 
the  provision  of  cash,  nor  would  they  be  a  drain  upon  the  liquid 
resources  of  the  banks.  Much  of  the  accommodation  could  be 
given  in  War  Stock  out  of  the  immense  blocks  of  War  Stock 
which  the  banks  hold.  The  operation  would  be  a  very  simple  one. 
War  Stock  would  be  handed  by  the  bank  to  the  bwrower  against 
the  security  of  a  mortgage  or  other  form  of  hypothecation.  The 
borrower  would  then  pay  the  War  Stock  over  to  the  Government 
and  the  Government  would  cancel  it.  By  these  or  similar  methods, 
none  of  which  involve  the  realisation  of  securities  or  property  nor 
the  provision  of  cash,  arrangements  could  be  made  by  the  Govern- 
ment whereby  those  persons  who  have  capital  in  a  torm  not  easily 
realisable  could  meet  the  Levy. 

This  third  method  which  I  have  in  part  described  of  meeting 
the  Capital  Levy  deals  with  the  problem  that  looms  largest  in 
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the  minds  of  business  men  and  causes  tbem  most  doubt  and 
anxiety.  I  wish  to  meet  it  fully  and  meticulously.  It  is  argued 
that  many  men  who  have  money  locked  up  in  their  business 
would,  rightly  or  wrongly,  and  no  matter  under  what  guarantee, 
object  to  putting  themselves  in  the  hands  of  a  bank  or  to  giving 
any  form  of  security  to  a  bank.  It  may  be  replied  that  the  arrange- 
ment I  propose  would  be  one  made  with  the  banks  by  the  Govern- 
ment and  it  would  insure  that  there  should  be  no  harassing  by 
the  banks.  It  would  be  a  special  and  definite  arrangement  and 
specific  conditions  and  regulaHons  would  be  laid  down  to  safe- 
guard the  borrower. 

Nevertheless,  account  has  to  be  taken  of  prejudice.  Some 
business  men  would  object  on  any  terms  to  getting  credit  from 
or  through  a  bank  in  order  to  meet  the  levy.  They  would  fear 
that  they  were  putting  themselves  too  much  in  the  hands  of  the 
bank,  and  also  that  their  credit  for  obtaining  accopimodation  for 
business  purposes  might  be  restricted.  In  such  cases  the  alterna- 
tive is  clear.  The  Levy  would  have  to  be  paid  out  of  income  either 
by  way  of  instalments  extended  over  a  period  of  years  or  by  way 
of  a  special  income-tax. 

People  in  this  position  could  be  allowed  to  pay  the  Levy  under 
similar  provisions  to  those  which  were  laid  down  to  meet  certain 
cases  under  the  death  duties.  For  instance,  the  Levy  could  be 
paid  in  sixteen  half-yearly  instalments,  that  is,  in  eight  years, 
or  even  over  a  longer  period.  Again,  if  persons  in  this  class 
could  make  a  case — but  only  if  they  could  make  a  case — against 
paying  even  by  instalments,  then  they  might  be  allowed  to  drop 
out  of  the  Capital  Levy  Scheme  altogether  on  the  terms  of  paying 
a  special  income-tax.  An  important  feature  of  a  Capital  Levy 
Scheme  would  be  to  set  up  Commissions  to  deal  with  hard  and 
exceptional  cases.  These  cases  could  be  submitted  to  a  Com- 
mission and  the  Commission  would  adjudicate  upon  them.  If, 
for  instance,  it  was  urged  by  an  individual  that  he  had  no  War 
Stock  and  no  realisable  personal  property  and  also  that  he  had 
valid  reasons  for  not  wishing  to  reoori  to  the  credit  facilities 
system,  and  also  had  good  reasons  for  not  paying  the  Levy  in 
sixteen  half-yearly  instalments,  it  could  be  arranged  in  such  a 
case  that  instead  of  paying  the  Levy  a  special  income-tax  should 
be  paid.  Such  a  person  would  be  put  in  the  same  position  as  if 
a  Capital  Levy  had  not  been  made,  that  is  to  say,  he  would  have 
to  pay  a  special  income-tax  in  lieu  of  the  Levy,  and  provisions 
would  be  laid  down  to  meet  the  case  of  his  death. 

The  difficulties,  however,  of  landowners  and  business  men 
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with  capital  locked  up  should  not  be  exaggerated.  Nearly  all  of 
such  persons  would  have  some  War  Stock  or  some  personal 
property,  particularly  if  they  are  men  of  considerable  means.  If 
they  are  small  capitaUsts  the  amount  for  which  they  would  be 
liable  under  the  graduated  scale  of  the  Levy  would  be  small,  and 
therefore  the  problem  for  them  would  be  much  simplified.  Fur- 
ther, if  people  in  these  classes,  and  particularly  those  of  con- 
siderable means,  have  no  War  Stock,  or  if  they  have  not  a  fair 
proportion  of  War  Stock,  they  have  not  been  doing  their  duty, 
seeing  that  the  war  has  been  going  on  for  nearly  four  years  and 
having  regard  to  all  the  facilities  that  have  been  provided  by  the 
Government  for  acquiring  War  Stock.  In  so  far  as  they  hold  War 
Stock  or  personal  property,  the  Levy  will  present  little  diflSculty 
to  them. 

In  considering  all  these  questions,  it  must  always  be  remem- 
bered that  there  are  difficulties  and  hardships  in  eveiy  form  of 
taxation,  and  not  least  in  the  income-tax,  especially  a  high  income- 
tax.  This  is  often  forgotten  in  discussing  a  Capital  Levy,  for 
the  tendency  is  to  see  only  the  difficulties  in  and  objections  to  any 
new  form  of  taxation  <  It  may  be  admitted  that  the  cases  which 
I  have  just  been  discussing  present  a  considerable  problem,  and 
it  is  these  cases  which  are  fastened  upon  by  most  critics  who 
oppose  a  Capital  Levy  on  practical  grounds.  But  the  difficulties 
should  not  be  over-estimated,  and  I  am  convinced  that  every  real 
objection  which  is  brought  by  people  in  this  class  could  be  met. 

To  sum  up  the  argument  in  this  section,  I  submit  that  the 
problem  of  those  persons  who  have  their  capital  locked  up  is  really 
a  much  simpler  one  than  is  generally  recognised.  It  is  not  for  a 
moment  proposed  to  compel  people  in  this  class  to  pay  or  to  raise 
capital  in  order  to  meet  the  Levy  when  such  an  operation  would 
cripple  them  and  would  be  injurious  to  commerce  and  industry. 
The  whole  matter  resolves  itself  into  this — that  if  a  man  cannot 
pay  nor  arrange  to  pay  in  capital,  or  in  so  far  as  he  cannot  do 
this,  he  would  be  allowed  to  pay  out  of  income  in  one  way  or 
another.  The  number  of  persons,  however,  who  could  make 
out  a  case  for  paying  wholly  out  of  income  would  be  comparatively 
small. 

The  fourth  method  of  meeting  th^  Levy  without  realising 
securities  or  selling  property  is  by  direct  payments  in  cash.  Not 
very  much  would  be  done  in  this  way.  As  has  been  said,  the 
total  amount  of  cash  required  for  paying  the  Levy  would  be  very 
small,  but  there  would  be  a  certain  number  of  persons  who  would 
prefer  to  pay  some  part  of  their  liability  direct  in  cash,  either 
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from  cash  already  on  deposit  at  the  banks  or  out  of  savings  made 
during  the  period  of  the  Levy. 

By  all  these  various  methods  the  whole  of  the  Levy  could,  as 
a  matter  of  fact,  be  met,  without  the  necessity  of  realising  any 
securities  or  of  selling  any  property  at  all.  There  would,  how- 
ever, no  doubt  be  cases  of  persons  who,  for  one  reason  or  another, 
preferred  to  sell  some  securities.  The  total  amount  of  such  trans- 
actions would  be  small,  certainly  small  in  proportion  to  the  total 
Stock  Exchange  transactions  during  the  period  of  a  year,  and  it 
is  suggested  that  a  year  should  be  allowed  for  the  paymeni  of 
the  Levy.  Further,  in  so  far  as  there  was  selling  of  Stock 
Exchange  securities  or  other  forms  of  property,  it  is  not  the  case 
that  there  would  be  no  buyers  or  few  buyers  on  the  market. 
Banks,  limited  companies,  and  individuals  who  were  having  a 
part  of  their  War  Stock  paid  off  by  the  Government,  would  all 
be  potential  buyers  because  they  would  be  receiving  cash  for  a 
part  of  their  holdings  of  War  Stock,  and,  therefore,  a  c<dlapse 
of  prices  is  out  of  the  question.  All  these  considerations  show 
that  the  difficulties  of  realisation  and  of  paying  the  Jjevy  are 
greatly  exaggerated,  and  I  am  satisfied  that  the  whole  operation 
is  quite  a  practicable  one. 

I  turn  now  to  the  problem  of  valuation,  and  I  would  first 
premise  that  the  difficulties  of  valuation  should  be  looked  at  in 
a  practical  and  reasonable  way.  Tdeal  perfection  and  exactitude 
to  five  places  of  decimals  is  not  attainable,  and  is  not  in  fact 
attained  in  any  system  of  assessment  for  any  kind  of  taxation,  and 
of  no  tax  is  this  more  true  than  of  a  high  income-tax,  which  is 
the  only  alternative  to  a  Capital  Levy.  But  the  objection  that 
it  is  impossible  to  make  a  fair  valuation  of  all  the  various  kinds 
of  property  cannot  be  admitted.  The  most  obvious  reply  is  that 
a  valuation  is  made  for  the  death  duties,  and  what  can  be  done 
in  the  case  of  persons  who  die  can  be  done  in  the  case  of  all  owners 
of  capital.  No  doubt  the  valuation  would  take  time,  but  that 
would  not  create  any  material  difficulty,  as  I  shall  presently  show. 
I  should  explain  that  under  the  Capital  Levy  Scheme  which  I 
have  in  mind  small  capitalists,  those  below  £1,000,  would  be 
exempt  altogether,  and  also  the  Levy  would  fall  on  individuals 
and  not  on  limited  companies.  The  vast  amount  of  property  of 
one  sort  or  another  owned  by  Umited  companies  of  the  country 
would  not  have  to  be  separately  valued  at  all.  Such  capital  would, 
of  course,  be  assessed  for  Capital  Levy  in  the  valuation  of  the 
shares  of  the  companies.  These  exceptions  would  greatly 
reduce    the    magnitude    of    the    problem.      Valuation    for    the 


Digitized  by 


Google 


164  THE    BCONOMIO    JOUBNAL  [JUNE 

Levy  would  also  be  simplified  by  certain  regulations  which 
I  will  briefly  describe.  These  regulations  would  further  insure 
that  the  valuation  would,  on  the  whole,  be  more  accurate  than  in 
the  case  of  the  death  duties.  Speaking  generally,  the  valuation 
would  be  made  on  a  conservative  basis,  and  definite  guiding  prin- 
ciples would  be  laid  down  by  the  Government.  An  essential 
feature  of  the  problem  would  be  that  everv  man  would  be  required 
to  make  or  to  have  made  his  own  valuation,  and  he  would  pay 
the  Levy  forthwith  on  the  basis  of  the  valuation  which  he  had 
returned.  But  the  Government  would  subsequently  go  through 
all  the  valuations  and  check  them  and  the  amounts  paid  under  the 
Levy  would,  where  necessary,  be  adjusted  accordingly.  If  a 
valuation  proved  to  be  too  low  the  balance  still  due  under  the 
Levy  would  have  to  be  paid  up.  If,  on  the  other  hand,  a  valua- 
tion was  too  high,  the  amount  overpaid  would  be  returned  by 
the  Government.  By  this  method  the  Levy  could  be  paid  quickly, 
and  it  would  not  be  a  serious  matter  if  the  subsequent  process  of 
checking  the  valuations  and  of  adjusting  the  balances  took  a  con- 
siderable time.  There  would  be  heavy  penalties  for  deliberate 
attempts  to  defraud,  and  it  would  be  made  perfectly  clear  that 
these  penalties  would  be  enforced  by  prosecution.^  In  addition, 
there  would  be  deterrents  to  make  any  material  under-valuation 
unprofitable. 

To  come  to  closer  quarters  with  the  problem  of  valuation.  The 
greatest  difficulty  would  be  with  the  valuation  of  real  property. 
I  will  deal  with  it  presently.  It  is  a  minor  problem  because  those 
who  have  most  of  their  money  in  real  property  are  a  distinct 
minority  of  capitalists.  By  far  the  greater  proportion  of  the 
property  to  be  valued  is  of  such  a  nature  that  it  could  be  valued 
quickly  and  fairly ;  the  major  practical  question  is  the  valuation 
of  personal  property,  and  under  the  organisation  of  modem  busi- 
ness the  great  mass  of  capital  is  held  in  the  form  of  stocks  and 
shares.  To  value  Stock  Exchange  securities  is  a  perfectly  simple 
matter.  It  is  done  every  day,  and  there  is  ample  professional 
assistance  available.  A  certain  amount  of  capital,  however,  is 
held  in  the  form  of  securities  which  are  not  quoted  on  the  Stock 
Exchange,  but  there  need  be  little  difficulty  in  valuing  these. 
Many  such  securities,  although  they  have  not  an  official  quota- 
tion, are  regularly  dealt  in  on  the  Stock  Exchange,  and  therefore 
the  valuation  would  be  a  simple  matter.  As  regards  purely  private 
companies,  the  directors  would  be  required  under  regulations  to 

^  Every  individual  would  be  compeUed  to  swear  under  affidavit  that  the 
valuation  he  had  returned  was  correct  to  the  best  of  his  knowledge  and  beliefs 


Digitized  by 


Google 


1018]    A  CAPITAL  lxvy:   realisation  akd  valuation       165 

fix  the  price  of  the  shares.  Such  valuation  would  be  easily  made 
and  easily  checked,  and  the  plan  of  requiring  directors  to  fix  the 
price  would  be  an  improvement  upon  the  present  method  of  valuing 
these  particular  securities  for  death  duties. 

The  valuation  of  real  property  is  the  most  difficult  part  of  the 
problem.  But  let  it  not  be  forgotten  that  this  matter  ia  already 
solved,  more  or  less  satisfactorily,  for  the  purpose  of  the  pretty 
heavy  Capital  Levy  known  as  death  duties.  What  can  be  done 
with  a  man*s  property  when  he  is  dead,  can  be  done  when  he 
is  alive.  It  is  feared,  and  one  may  admit  that  the  fear  is  not 
without  substance,  that  real  property  may  be  under- valued  slightly 
as  compared  with  personal  property.  But  it  should  be  constantly 
borne  in  mind  that  no  practical  objection  against  a  Capital  Levy 
is  valid  if  it  applies  equally  to  the  alternative  scheme  of  a  high 
income-tax.  It  is  an  admitted  fact  that  many  owners  of  real 
property  do  not  pay  their  proper  proportion  of  income-tax.  It  is 
well  known  that  most  farmers,  agriculturists,  and  so  forth  under 
Schedule  B,  and  also  that  under  Schedule  A  many  owners  of  real 
property,  escape  lightly  in  the  matter  of  income-tax,  and  are  not 
paying,  and  never  have  paid,  their  fair  amount.  It  may  also  be 
pointed  out  that  many  owners  of  private  businesses  under  Schedule 
D,  and  many  professional  men,  escape  much  more  lightly  in  paying 
income-tax  than  shareholders  in  limited  companies.  In  the  case 
of  limited  companies  and  some  pnivate  businesses,  the  Commis- 
sioners have  properly  audited  accounts  to  assist  them  in  their 
work ;  but  it  is  not  so  with  many  other  private  businesses  and 
individuals.  I  am  afraid  that  there  will  always  be  a  big  leakage, 
and,  of  course,  the  higher  the  income-tax  the  greater  will  be  these 
inequalities  of  assessment  as  between  the  various  classes  I  have 
named.  It  is  perhaps  one  of  the  arguments  for  a  Capital  Levy 
that  it  will  be  less  easily  evaded  than  a  high  income  tax.  A  valua- 
tion made  once  for  all,  and  made,  as  I  have  shown,  without  haste, 
will  be  a  much  mcnre  thorough  and  exact  assessment  than  repeated 
annual  assessments  for  income  tax  spread  over  a  very  long  period 
of  years.  Under  a  Capital  Levy  there  would  certainly  be  a  better 
opportunity  of  making  many  owners  of  real  property  bear  their 
fair  share  of  the  burden. 

There  is  another  kind  of  capitalist  who  could  evade  income-tax 
but  who  could  not  evade  a  Capital  Levy.  Some  persons  un- 
doubtedly are  investing  money  in  non-income-producing  capital. 
They  are  doing  this  deliberately  in  order  to  avoid  paying  income- 
tax,  and  they  are  looking  for  their  remuneration,  which  they  will 
most  probably  get,  to  appreciation  in  capital  value.  Under  a  Capital 
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Levy  these  persons  will  not  escape.  Under  the  alternative  scheme 
of  a  high  income-tax  they  will  escape,  and  that  will  be  a  gross 
injustice. 

It  is  once  more  submitted  that  the  whole  problem  of  valuation 
must  be  looked  at  broadly  and  reasonably.  As  I  have  already 
said,  it  is  not  possible  under  any  scheme  of  taxation  to  get  perfect 
equality  and  exactitude.  But  in  my  view  there  will  be  a  nearer 
approximation  to  equity  under  a  Capital  Levy  than  under  a  high 
income-tax. 

Another  important  consideration  which  should  never  be  over- 
looked is  that  the  huge  War  Debt  and  how  it  should  be  dealt  with 
is  a  war  problem.  It  is  a  legacy  of  the  war,  and  there  is  no  simple 
and  painless  way  of  dealing  with  any  of  the  problems  of  the  war. 
And  surely  a  proper  perspective  in  all  these  matters  ought  to  be 
maintained.  It  is  perhaps  going  a  little  beyond  my  text,  but  it 
seems  not  unreasonable  to  recall  what  has  happened  as  a  result 
of  the  Military  Service  Acts.  Many  men  have  lost  their  lives, 
or  their  limbs,  or  have  been  maimed  for  life ;  the  vast  majority 
of  those  conscripted  have  lost  their  work,  and  not  a  few  have  had 
their  businesses  closed  down  and  have  lost  their  capital  without 
receiving  a  penny  piece  of  compensation.  On  the  other  hand, 
other  men  of  military  age  who,  for  one  reason  or  another,  are 
exempt,  and  large  numbers  of  men  over  military  age,  have  done 
extremely  well  out  of  the  war.  Consider  also  the  hardships  caused 
by  certain  decisions  of  some  of  the  medical  boards.  These  boards 
have  given  what  may  be  termed  a  Government  valuation  of  life, 
and  life  is  much  more  important  than  property.  In  saying  these 
things,  however,  I  do  not  for  a  moment  admit  that  there  is  any 
more  difficulty  in  carrying  out  the  Capital  Levy  scheme  fairly  than 
there  is  in  equitably  levying  a  high  income-tax. 

The  conclusion  of  the  whole  matter  is  that  the  valuation  can 
be  made,  and  ought  to  be  made,  and  on  balance  the  incidence  of 
a  Capital  Levy  will  be  quite  ae  fair  as — and,  indeed,  in  my  opinion, 
fairer  than— the  incidence  of  a  high  income-tax. 

Sydney  Arnold 
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Thb  question  of  the  so-called  "conscription"  of  capital  has 
of  late  acquired  considerable  prominence.  This  is  due  in  the 
main  to  the  enormous  growth  of  the  war  debt,  the  certain 
prospect  of  heavy  financial  burdens  after  the  war,  the  import- 
ance of  minimising  the  pressure  of  taxation  on  industry  in  view 
of  post-war  competition,  and  the  desirability  of  reducing  as  far 
as  practicable  the  national  liability.  Added  interest  has  been 
given  to  the  question  by  the  general  demand  of  "Labour"  that 
some  such  step  should  be  taken,  by  the  attitude  of  our  respon- 
sible financial  statesmen,  and  by  the  pronounced  hostility  of 
certain  leading  bankers  and  others. 

There  is  a  certain  epigrammatic  quality  in  the  word  which 
seizes  the  imagination.  It  attracts  some  just  as  it  repels  others 
by  the  prejudices  and  antagonisms  which  it  awakens ;  and,  in  so 
far  as  it  stirs  feeling,  it  blinds  judgment  and  renders  impossible 
any  impartial  consideration  of  the  real  question  with  which  we 
have  to  deal. 

The  expression  levy  on  capital  is  less  objectionable,  in  that 
it  suggests  an  exceptional  operation  for  a  specific  purpose.  It  is 
best,  however,  to  avoid  a  new  term,  having  regard  to  its  neces- 
sarily vague  connotations,  and  to  adhere  to  the  well-understood 
word  **  taxation." 

Taxation  of  capital  is  analogous  to  taxation  of  income.  They 
are  merely  alternative  methods  of  measuring  the  amount  of  taxa- 
tion to  be  borne  by  the  individual  taxpayer.  The  capital  tax 
is  in  its  essentials  not  more  iniquitous  than  the  other;  and  it 
might  easily  be  free  from  the  anomalies  which  attach  to  our 
{^resent  "income"  tax  system.  Rhetorical  objections  are  worth- 
less in  either  case.  In  both,  legitimate  criticism  falls  under  the 
three  heads :  (1)  The  equity  of  the  proposal ;  (2)  its  economic 
effects;    (3)  the  {practical  diiS&culties  of  its  administration. 

So  far  as  concerns  the  abstract  justice  of  a  "  tax  on  cajHtal," 
little  has  been  said  by  those  who  oppose  the  measiure;    and, 
indeed,  it  is  difficult  to  conceive  any  argument  under  that  bead. 
Ho.  110.— VOL.  xxym.  k 
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As  between  a  tax  on  the  income  arising  from  capital  and  a  tax 
on  the  capital  itself,  the  issue  is  simple  enough.  The  principle 
of  equality  of  sacrifice  is  more  truly  met  by  the  latter  than  by 
the  former.  Indeed,  the  growing  demand  for  the  remodelling 
of  the  income  tax  is  mainly  due  to  the  inequalities  and  anomalies 
incident  to  the  existing  tax.  An  illustration  will  make  the  point 
clear. 

A  has  £10,000  in  cash,  which  he  keeps  at  home  and  lives  on. 
He  pays  no  income-tax ;  and  if  the  sum  is  exhausted  before  his 
death  he  pays  no  other  tax  thereon. 

B  has  shares  which  are  at  the  moment  paying  no  dividends,  but 
which  are  worth  £10,000.  He  pays  no  income  tax;  and  if,  as 
is  possible,  "income"  takes  the  form  of  an  appreciation  in  the 
value  of  the  shares,  he  pays  nothing  on  that. 

C  has  £10,000  on  deposit  at  2  per  cent.  His  capital  is  secure, 
and  he  pays  income  tax  on  £200. 

D  has  £10,000  in  his  business  and  makes  £1,000  a  year.  He 
pays  income  tax  on  the  £1,000. 

E  has  £10,000,  and  purchases  an  annuity  of  £700.  He  pays 
income  tax  on  the  £700,  although  when  the  annuity  ceases  his 
capital  is  gone.  That  is,  he  paya  tax  on  the  real  income,  and 
a  capital  tax  amounting  in  the  period  to  100  per  cent,  in  additicm. 

F  has  £10,000,  and  purchases  therewith  the  lease  of  a  mine. 
It  lasts  for  ten  years,  and  he  makes  £1,000  a  year.  In  ten  years 
he  pays  income-tax  on  £10,000,  but  his  capital  has  gone  and  his 
real  income  {i.e.,  increase  in  assets)  is  nil. 

These  examples  might  be  multiplied  indefinitely.  They  show 
that  an  income  tax  alone  (in  its  present  form)  leads  to  an<Mnalie8 
which  cannot  be  defended.  Any  attempt  to  remedy  this  in- 
equality would  seem  to  involve  (1)  the  assumption  of  a  unifcHrm 
rate  of  interest  (say  5  per  cent.)  on  the  current  value  of  the 
capital,  and  (2)  the  separate  treatment  of  so  much  of  the  income 
as  can  be  regarded  as  the  reward  of  personal  exertions,  etc.  As 
regards  No.  (1),  it  is  immaterial  whether  the  tax  is  so  much  in 
the  £  on  the  assumed  interest,  or  so  much  in  the  £  on  the 
corresponding  capital.  We  may  therefore  say  that  even  in 
normal  times  and  as  regards  current  national  expenditure,  what 
is  in  effect  a  tax  on  capital  {i.e.,  measured  by  capital)  most  be 
introduced  to  redress  the  inequalities  of  the  income  tax.  The 
point  is  not  without  importance  when  the  income-tax  rate  is  low. 
The  unqualified  income  tax  becomes  quite  indefensible  when  the 
rate  of  tax  is  high. 

Few,  probably,  will  deny  that  there  is  no  inherent  injustice 
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in  a  tax  on  capital  in  view  of  the  system  of  death  duties  which 
has  for  so  long  existed  in  this  country.  There  is  much  to  be 
said  from  the  point  of  view  of  practical  convenience  in  exacting 
the  "capital  levy**  at  the  time  the  capital  is  changing  hands; 
but,  apart  from  this,  it  would  be  difficult  to  suggest  any  form  of 
capital  tax  more  uncertain,  more  unequal,  and  more  liable  to 
evasion  by  extravagant  living,  gifts  itUer  vivos,  etc.,  than  the 
death  duty.  Moreover,  as  in  the  case  of  an  individual  or  a 
company,  so  also  in  the  case  of  the  State,  expenditure  may  be 
divided  into  revenue  expenditure  and  capital  expenditure.  The 
former  is  an  outlay  for  the  current  purposes  of  the  year,  whose 
effects  are  exhausted  in  the  year.  The  latter  is  an  outlay  whose 
objects  and  effects  are  not  so  restricted.  So  far  as  the  com- 
munity is  concerned,  its  strictly  current  or  revenue  expenditure 
might  properly  be  met  by  an  annual  tax  on  the  revenues  of  the 
community,  whatever  shape  that  tax  on  revenue  might  take.  On 
the  other  hand,  abnormal  expenditure  whose  purpose  or  necessity 
is  more  nearly  related  to  the  permanent  interests  of  the  com- 
munity falls  rather  under  the  head  of  capital  expenditure,  to  be 
met  out  of  the  capital  resources  of  the  State. 

The  present  war  expenditure  may  be  said  to  be  (1)  for  the 
benefit  of  the  existing  citizens  of  the  State  in  so  far  as  its  pur- 
pose is  to  defend  or  improve  their  personal  well-being;  (2)  for 
the  benefit  of  future  citizens  in  so  far  as  its  purpose  is  to  preserve 
or  secure  for  them  a  state  of  well-being  which  otherwise  they 
would  not  enjoy;  (3)  for  the  benefit  of  the  existing  realised 
wealth  of  the  community  in  so  far  as  its  purpose  is  to  protect 
that  wealth  and  safeguard  it  troax  seizure  or  destruction  by  the 
enemy. 

No.  (1)  and  No.  (2)  suggest  that  a  portion  of  the  war  cost 
should  be  spread  over  (say)  three  generations;  no  expenditure 
of  any  kind  can  with  any  certainty  be  said  to  leave  a  residuum 
of  value  to  later  posterity.  That  is  to  say,  the  n(»rmal  system 
of  taxation  should  provide  the  annual  charges  and  a  sinking  fund 
for  a  certain  proportion  of  the  debt.  No.  (3)  implies  that  the 
remainder  of  the  war  cost  should  be  met  out  of  the  current 
realised  wealth  of  the  State — i.e.,  by  some  tonn  of  tax  on 
capital. 

In  view  of  these  considerations,  it  may  reasonably  be  claimed 
that  no  case  can  be  made  out  against  a  tax  on  capital  as  such  on 
grounds  of  justice. 

The  main  objections  urged  against  the  taxatbn  of  capital  for 
the  purpose  of  redeeming  war  debt  are  economic  in  character; 
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and  it  may  be  admitted  tliat  if  those  objections  cannot  be  refuted, 
if  it  is  essential  in  the  industrial  interests  of  the  country  that  no 
"levy"  shall  be  made  on  capital,  then  any  inequality  or  injus- 
tice incid^t  to  a  continuing  high  income  tax  must  be  borne  with 
what  patience  we  can  muster. 

The  capital  tax  has  been  very  generally  denounced  ex 
cathedra  by  leaiding  bankers  and  other  financial  magnates,  and 
their  statements  are  entitled  to  respect.  It  would,  however,  be 
more  illuminating  and  instructive  if  they  offered  a  detailed  ex- 
planation of  the  grounds  on  which  the  adverse  judgment  is  based. 
I  am  disposed  myself  to  say  that  not  only  is  this  special  capital 
levy  not  injurious  to  industry,  but  that  it  is  essential  to  our 
industrial  well-being. 

It  is  said  that  after  the  war  we  shall  need  all  the  capital  we 
can  get  to  hold  our  own  in  the  economic  struggle  that  must  follow 
peace,  and  that  to  diminish  our  store  of  capital  at  so  critical  a 
time  is  "suicidal."  That  statement  will  command  general  assent. 
But  in  what  way  does  it  touch  the  present  problem?  The  objec- 
tion might  be  urged  with  much  truth  against  any  proposal  to 
spend  vast  sums  in  unproductive  reforms  at  this  juncture.  Such 
measures  would  undoubtedly  absorb  both  capital  and  labour 
urgently  needed  in  the  industrial  field.  We  are,  however,  not 
now  concerned  with  the  unproductive  expenditure  of  capital.  A 
special  tax  on  capital  for  the  purpose  of  paying  ofiE  war  debt 
will  not  diminish  the  available  industrial  capital  in  the  country 
by  a  penny  (except  so  far  as  such  debt  is  held  abroad ;  and  nothing 
we  can  do  can  prevent  foreign  holders  of  the  debt  selling  their 
holdings  here  after  the  war). 

The  special  capital  tax  will  at  the  most  effect  some  redis- 
tribution of  the  available  industrial  capital,  and  might  in  the 
most  favourable  circumstances  leave  such  capital  quite  undis- 
turbed. For  example,  A  has  Jei0,000  cash ;  B,  £5,000  cash  and 
dB5,000  war  loan;  C,  ^610,000  war  loan.  A  ten  per  cent,  tax  is 
levied  to  pay  off  debt.  In  the  result  A  has  je9,000  cash ;  B,  £6,000 
^cash  and  £4,000  war  loan ;  C,  £1,000  cash  and  £8,000  war  loan. 
Capital  available  for  industry  is  £15,000  as  before,  and  the 
annual  charge  for  interest  is  reduced  from  £750  to  £600.  The 
capital  fund  of  the  country  is  in  no  way  diminished ;  and  industiy 
as  a  whole  stands  to  gain,  inasmuch  as  the  burdens  on  it  are 
lessened. 

The  financial  position  of  limited  companies  will,  if  anything, 
be  improved.  Assuming  that  the  capital  tax  is  chc^ged  on  the 
individual  in  accordance  with  his  total  wealth,  the  tax  draws 
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nothing  at  all  from  the  limited  company,  and  its  outlay  in  respect 
of  income-tax  (not  necessarily  all  recovered  from  its  shareholders) 
is  diminished.  Moreover,  those  individuals  whose  vvrar  debt  is 
redeemed  in  cash  are  more  likely  to  invest  such  cash  in  limited 
companies  than  to  use  it  themselves. 

As  between  various  classes  of  wealth,  a  capital  tax  is  more 
favourable  to  the  industrial  capitalist  than  an  income  tax, 
inasmuch  as  his  income  is  relatively  higher  than  that  of  the 
others. 

The  direct  effect  of  the  capital  tax  on  a  small  industrialist  may 
be  shown  thus  : — 

Capital,  j610,000.  Tax  at  10  per  cent,  on  excess  over 
Je2,000«d6800.  Tax  spread  over  ten  years.  Yearly  payment, 
£80.    If  his  income  is  j61,500,  j680  represents  about  Is.  in  the  £. 

On  the  other  band,  a  graduated  capital  tax  under  which 
£10,000  paid  at  the  rate  of  10  per  cent,  might  well  produce 
^62,600,000 ,000.  If  not  redeemed  by  a  capital  tax,  this  repre- 
sents about  j6150,000,000  a  year  in  interest  and  sinking  fund, 
extending  far  beyond  the  ten  years.  To  raise  this  our  capitalist 
would  have  to  pay  at  least  Ss.  in  the  £  in  income  tax,  or  about 
J6225.  Eiven  allowing  an  extravagant  modification  of  these 
figures,  it  seems  clear  enough  that  the  small  industrial  capitalist 
stands  to  gain  substantially  by  a  special  capital  tax. 

Suppose  the  capital  £50,000  and  the  levy  20  per  cent.  The 
tax  is  then  £1,000  a  year  for  ten  years.  If  the  £50,000  pro- 
duces a  profit  of  £7,500,  the  income  tax  and  super  tax  would 
amount  to  (say)  Ss.  in  the  £,  or  about  £3,(X)0  a  year. 

Where  the  graduations  of  the  capital  tax  and  the  incoipe 
tax  ptTopeed  on  broadly  similar  lines,  the  charge  on  the  industrial 
capitalist  is  diminished  api»roximately  in  the  same  proporticm  ^s 
his  rate  of  profit  exceeds  the  normal  rate  of  interest  on  invest- 
ments. 

Objection  is  sometimes  made  to  a  capital  tax  on  the  ground 
that  it  is  a  "tax  on  capital,'*  as  though  that  mere  fact  gave  to 
the  tax  some  peculiarly  noxious  quality.  There  is  no  funda- 
mental distinction  between  a  capital  tax  and  an  income  tax  on 
which  such  objection  could  be  grounded,  so  far,  at  any  rate,  as 
our  present  proposal  is  concerned.  Some  form  of  capital  tax 
may  be  necessary  to  balance  the  anomalies  of  the  income  tax. 
Apart  from  this,  the  difference  is  largely  one  of  degree.  .Eaph 
is  a  tax  on  the  individual,  measured  in  the  one  case  by  the  wealth 
he  possesses,  and  in  the  other  by  the  income  he  receives.  Pro- 
vided the  tax  is  moderate,  it  will  in  either  case  be  paid  out  of 
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income ;  and  so  long  as  this  is  the  case,  one  is  as  hannful  or 
harmless  as  the  other. 

Little  attention  need  be  given  to  the  complaint  that  any  tax 
on  capital  must  be  the  thin  end  of  the  wedge  which  extremists 
or  needy  Chancellors  will  be  tempted  to  drive  home  to  the  head. 
"  When  once  an  easy  way  of  getting  hold  of  a  big  sum  of  realised 
wealth  is  discovered,  Socialism  will  not  be  content  with  one 
bite,  but  will  want  a  second  and  a  third  bite  later  on,  until 
there  is  nothing  more  to  get."  (Daily  Telegraph,  January  Slst, 
1918.)  The  same  objection  has  been  urged  to  the  income  tax, 
and  still  more  to  the  super  tax.  The  very  facility  with  which 
revenue  is  extracted  is  made  an  objection.  Every  form  of  taxa- 
tion is  open  to  abuse.  Security  can  only  be  found  in  the  common 
sense,  in  the  educated  intelligence  of  the  people,  and  in  the  pro- 
motion of  harmonious  relations  between  the  various  classes  in 
the  State. 

The  word  "repudiation"  with  consequent  destruction  of  the 
national  credit  is  also  ^brought  into  the  discussion.  The  implied 
suggestion  is  quite  groundless.  Sooner  or  later  the  debt  will  be 
redeemed,  and  the  necessary  fund  will  be  drawn,  in  part,  either 
from  the  capital  or  from  the  income  of  the  debt-holder.  Pro- 
vided the  treatment  of  the  debt-holder,  either  as  an  owner  of 
wealth  or  a  receiver  of  income,  is  identical  with  that  of  his 
fellow-citizens,  there  can  be  no  question  of  repudiation.  Only 
in  the  ca«e  of  foreign  holders  of  the  debt  is  any  such  question 
possible.  If  the  capital  tax  were  applied  to  them  as  holding 
investments  or  property  in  this  oounti^,  a  real  repudiation  would 
take  place.  There  is,  however,  no  shadow  of  a  hint  of  such 
a  course.  Such  a  holding  represents  a  debt  from  this  country 
to  one  outside  its  jurisdiction,  and  is  no  more  "  property"  in 
this  country  than  is  an  ordinary  trade  debt  from  the  citizen  of 
one  State  to  the  citizen  of  another.  A  capital  tax  should  clearly 
not  apply  to  British  national  stock  held  abroad. 

There  is  the  minor  point  that  the  prospect  of  such  a  tax  must 
tend  to  prevent  investment  in  war  bonds.  There  is  possibly 
some  truth  in  that,  although  not  much.  It  could  be  countered 
by  the  very  fair  proposal  that,  for  the  purposes  of  such  taxation, 
war  stock  should  be  valued  at  5  per  cent,  below  its  market  value. 
This  would  give  a  comparative  advantage  to  those  who  had  come 
forward  to  help  the  State  in  the  war;  and  to  such  a  concession 
no  reasonable  objection  could  be  made. 

Apart  from  all  this,  however,  note  must  be  taken  of  the 
general  economic  effect  of  an  enormous  National  Debt.    Probably 
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nobody  will  deny  that  an  unproductive  debt  of  dB? ,000,000,000 
is  an  evil  which  ought  to  be  reduced  at  the  earliest  possible 
moment.  Writing  of  the  diverse  effects  of  taxation  and  loans, 
J.  S.  Mill  stated  :  "A  Government  which  borrows  does  actually 
take  the  amount  within  the  year,  and  that,  too,  by  a  tax  exclu- 
sively on  the  labouring  class."  This  statement  is  qualified  by 
the  fact  that  much  of  the  loan  goes  back  to  the  workers  in  the 
form  of  wages ;  but  there  is  no  avoiding  the  truth  that  the  with- 
drawing of  enormous  sums  from  a  fund  which  would  otherwise 
have  gone  into  productive  industry  and  the  spending  of  such 
sums  in  unproductive  ways  does  react  seriously  upon  the  labour- 
ing class.  The  money  is  already  borrowed;  but  the  argument 
applies  with  at  least  equal  force  to  the  raising  of  the  money  where- 
with to  pay  the  yearly  interest  on  such  debt.  He  proceeds : 
"Is  it  expedient  to  take  steps  for  redeeming  the  debt?  In  prin- 
ciple it  is  impossible  not  to  maintain  the  affirmative.  .  .  .  Two 
modes  have  been  contemplated  of  paying  off  a  National  Debt, 
either  at  once  by  a  general  contribution,  or  gradually  by  a  surplus 
revenue.  The  first  would  be  incomparably  the  best  if  it  were 
practicable ;  and  it  would  be  practicable  if  it  could  justly  be  done 
by  assessment  on  property  alone."  So  far  his  opinion  in  favour 
of  a  special  tax  on  capital  for  the  purpose  of  paying  off  debt  is 
clear  and  definite  enough.  The  principle  is  economically  sound. 
He  objects  to  it  in  practice  on  grounds  of  equity.  "Whatever  is 
the  fitting  contribution  from  property  to  the  general  [t.e.,  annual] 
expenses  of  the  State,  in  the  same  and  in  no  greater  proportion 
should  it  contribute  towards  either  the  interest  or  the  repayment 
of  the  National  Debt."  The  State  may  realise  any  property  it 
possesses  to  pay  off  debt,  but,  "beyond  this,  the  only  mode  which 
is  both  just  and  feasible  of  extinguishing  or  reducing  a  National 
Debt  is  by  means  of  surplus  revenue." 

One  need  not  quarrel  with  this  as  a  general  principle  where 
a  small  debt  is  concerned,  although,  since  Mill  wrote,  a  more  or 
less  arbitrary  differentiation  for  taxation  purposes  has  been  intro- 
duced between  unearned  incomes  ([Hroperty)  and  earned  income 
(labour). 

Many,  however,  will  decline  altogether  to  accept  his  quali- 
fication in  the  case  of  our  colossal  war  debt.  The  supreme  needs 
of  the  State,  jeopardised  by  the  war,  have  compelled  widespread 
inequality  of  sacrifice,  and  have  swept  away  many  of  the  prin- 
ciples which  have  guided  the  State  in  its  treatment  of  different 
classes  and  the  mutual  relations  of  these ;  and  if  the  supreme  needs 
of  the  State  so  require,  special  taxation  of  wealth  must  be  ad- 
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mitted.  After  all,  as  is  shown  above,  the  special  capital  tax 
interpreted  in  terms  of  an  income  tax  tends  to  equalise  the 
burden  as  between  different  classes  of  wealth,  and  at  the  same 
time  increases  for  ten  years  the  differentiation  of  rate  between 
incomes  from  property  and  incomes  from  earnings. 

In  dealing  with  the  economic  side  of  the  question,  we  should 
not  forget  the  value  of  such  a  measure  on  the  general  attitude 
of  labour  and  capital.  Apart  from  its  intrinsic  merits,  a  capital 
tax  under  the  special  circumstances  of  the  moment,  offered  by 
the  wealth-owning  class  and  not  extorted  by  pressure,  could 
hardly  fail  to  have  a  very  beneficial  effect  on  the  relations  between 
the  various  sections  of  the  community  during  an  exceptionally 
trying  period,  when  the  nature  of  those  relations  may  become  a 
matter  of  grave  importance. 

In  estimating  the  financial  result  of  any  specific  tax  on  capital 
it  is  necessary  to  remember  that  while  the  National  Debt  forms 
no  part  of  the  total  wealth  of  the  State,  it  does  form  part  of  the 
aggregate  taxable  capacity  of  the  individual  citizens,  except  so 
far  as  it  is  the  result  of  the  investment  of  borrowed  money. 
Of  a  possible  post-war  debt  of  £7,000,000,000,  probably 
£5,000,000,000  would  fall  as  taxable  wealth  within  the  limits 
of  the  suggested  tax. 

It  should  be  further  noted  that  the  removal  by  means  of  a 
tax  by  a  percentage  of  the  individual's  wealth  would  lessen  the 
future  State  revenue  as  regards  death  duties  and  income  tax. 
Against  this  reduction  we  may  set  the  probable  substantial  yield 
of  these  duties  in  view  of  the  more  progressive  industrial  life  of 
the  country  and  the  more  intense  development  of  the  resources 
of  the  Empire. 

The  problem  of  the  war  debt  thus  divides  itself  into  two 
parts  :  the  special  redemption  by  a  capital  tax,  and  the  normal 
redemption  out  of  the  future  surplus  revenues  of  the  State. 

As  regards  the  former,  it  is  suggested  that  the  object  aimed 
at  should  be  the  redemption  of  £3,000,000,000.  If  the  contribu- 
tions  are  spread  over  ten  years  the  actual  assessment  would 
amount  to  £4,000,000,000  to  cover  interest,  the  real  burden  on 
the  taxpayer  being  represented  by  the  lower  figure.  The  degree 
of  graduation  and  the  limits  of  exemption  could  only  be  deter- 
mined after  a  careful  estimate  of  the  number  and  amounts  of  the 
fortunes  of  the  wealth-owning  citizens. 

The  remaining  sum  of  £4,000,000,000  thus  falls  to  be  dealt 
with  out  of  the  normal  revenue.  It  is  desirable  that  definite 
unchangeable  provision  should  be  made  for  its  full  redemption 
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within  a  relatively  short  period.  If  this  is  fixed  at  sixty  years, 
the  average  rate  of  interest  payable  may  be  put  at  4^  per  cent, 
over  the  whole  period,  allowing  for  conversions  which  must  be 
made  from  time  to  time.  Interest  and  sinking  fund  thus  amount 
to  about  d6l60,000,000  per  annum  over  the  whole  period.  We 
may  therefore  be  content  to  pay  interest  only,  without  providing 
for  sinking  fund,  for  (say)  twenty  years,  when  a  partial  con- 
version may  be  possible;  and  after  that  time  apply  to  redemp- 
tion piurposes  all  annual  saving  resulting  from  conversion  to  a 
lower  rate  of  interest.  The  amount  to  be  provided  by  general 
taxation  for  the  present  is  thus  £200,000,000,  as  compared  with 
at  least  dB400 ,000,000  (interest  and  sinking  fund)  if  no  special 
redemption  is  effected.  The  economic  advantages  of  such  a  reduc- 
tion in  annual  taxation  are  obvious. 

The  practicability  of  levying  such  a  capital  tax  is  the  third 
element  in  the  discussion.  It  would  be  out  of  place  here  to  set 
out  any  detailed  proposal.  Ij;  must  suffice  to  state  that  the 
problem  of  assessing  and  collecting  such  a  tax  presents  no  over- 
whelming difficulties.  It  is  mainly  one  of  business  organisation, 
adequate  powers,  and  common  sense.  The  special  objections  to 
an  annual  tax  on  capital  based  on  the  extreme  difficulty  of  doing 
the  work  of  assessing  with  any  reasonable  completeness  in  so 
short  a  period,  and  of  realising  any  assets  taken  over  in  place  of 
cash  in  the  course  of  collection,  are  not  now  to  be  met.  The 
long  period  available  for  the  work  and  the  wide  diffusion  of  the 
debt  to  be  redeemed  could  not  fail  to  reduce  these  practical  diffi- 
culties to  entirely  manageable  proportions. 

A.  Hook 
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TO    PKOFESSOB    WESLEY    MITCHELL 

The  problem  of  which  the  object  is  to  measure  changes  in  the 
value  of  money  has  long  exercised  economists  and  statisticians. 
Thirty  years  have  elapsed  since  the  British  Association  appointed 
a  committee  for  the  purpose  of  investigating  the  best  methods 
of  ascertaining  and  measuring  variations  in  the  value  of  the 
monetary  standard.  The  wording  of  this  instruction  may  serve 
to  remind  us  of  the  tremendous  magnitude  which  the  phenomenon 
to  be  measured  has  since  the  outbreak  of  the  war  assumed.  No 
one  would  now  set  out  to  ascertain  the  fact  of  a  change  in  the 
value  of  money — a  fact  which  in  the  peaceful  'eighties  of  last 
century  could  be  disputed  by  sturdy  mono-metallists  without 
obvious  absurdity.  But  though  the  fact  now  stares  us  in  the  face, 
the  measurement  of  its  magnitude  is  still  important;  perhaps 
more  important  than  ever.  For  it  can  hardly  be  doubted  that 
as  the  war  goes  on,  and  during  the  period  of  so-called  "'recon- 
struction," there  will  be  required  careful  measurements  of  change 
in  the  purchasing  power  of  money,  with  a  view  to  the  adjust- 
ment of  wages  and  of  other  payments.  And  not  only  for  prac- 
tical purposes,  but  also  in  the  interest  of  monetary  theory,  will 
such  measurement  be  urgently  required.  In  the  controversies 
which  will  probably  flourish  in  the  early  part  of  the  twentieth, 
as  in  that  of  the  nineteenth,  century  concerning  the  management 
of  the  currency  during  a  great  war,  reference  will  certainly  often 
be  made  to  the  index-numbers  whicli  represent  the  change  from 
time  to  time  in  the  level  of  general  prices.  If,  as  may  be  ex- 
pected, the  quantity  theory  of  money  is  appealed  to,  it  will  be 
proper  to  construct  another  kind  of  index-number  showing 
changes  in  the  volume  of  trade.  And  other  index-numbers  there 
are  which  may  be  required  in  the  course  of  reconstruction ;  in 
particular,  those  which  measure  wages  nominal  and  real. 

Coincidently  with  the  increased  demand  for  the  use  of  index- 
numbers  it  is  opportune  that  there  has  appeared  a  singularly  corn- 
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(H-ehensive  and  lucid  treatise  on  this  species  of  measurement.^  It 
is  true  that  Professor  Wesley  Mitchell's  monograph  on  index- 
numbers  of  wholesale  prices  does  not  cover  all  the  ground  which 
we  have  here  in  view.  But  the  methods  appropriate  to  the 
general  problem  can  mostly  be  learnt  from  his  discussion  of  a 
particular  but  leading  case.  That  discussion  is  so  complete  and 
thorough  that  it  almost  dispenses  the  student  who  is  not  a 
specialist  from  the  trouble  of  consulting  the  earlier  literature  of 
the  subject.  Within  a  limited  but  considerable  and  representa- 
tive province  Professor  Mitchell  has  explored  every  inch  of  the 
ground.  He  has  traced  the  many-branching  paths  which  per- 
plexed most  of  his  predecessors.  He  has  added  clear  directions 
showing  where  each  of  the  paths  leads. 

The  last-mentioned  task  is  more  difficult  and  important  than 
may  be  supposed.  It  is  a  peculiarity  of  the  problem  that  much 
thought  must  be  expended  in  order  to  find  the  meaning  of  the 
question  before  you  begin  to  answer  the  question.  The  practical 
man  intent  upon  making  or  spending  money  does  not  suspect  the 
ambiguity  lurking  under  inquiries  about  its  value.  He  asks  what 
is  the  equivalent  in  our  currency  of  the  guinea  in  Charles  II. 's 
time,  and  expects  an  answer  as  pat  as  if  he  had  asked  what  is 
now  the  bank  rate,  or  what  the  price  of  wheat.  It  is  true  that 
where  the  distance  between  the  epochs  compared  is  not  so 
enormous,  in  the  more  usual  comparisons  of  price-levels,  the 
definition  of  the  question  is  not  so  important;  much  the  same 
answer  may  be  given  to  different  varieties  of  the  question.  The 
relation  is  like  that  between  ethical  theory  and  good  conduct; 
if  Bishop  Butler  and  other  m(»:alists  are  right  in  thinking  that 
much  the  same  conduct  may  follow  from  first  principles  so  opposite 
as  rational  benevolence  and  rational  self-love.  When  this  analogy 
was  suggested  to  Sidgwick,  on  the  occasion  of  a  meeting  of  the 
above-mentioned  British  Association  Committee,  the  author  of 
the  Methods  of  Ethics  made  reply  to  the  effect  that,  while  fre- 
quently different  methods  might  be  adopted  without  obvious 
difference  in  practice,  yet  occasionally  at  critical  turning-points 
the  difference  between  opposite  first  principles  would  make  itself 
felt  decisively.  We  surmise  that  in  like  manner  monetary  dis- 
tinctions which  are  otiose  in  ordinary  times  may  have 
become  significant  under  present  conditions.  All  the  greater  is 
the  debt  of  the  economist  to  Professor  Mitchell  for  having  made 
the  distinctions  clear.     Consider,  for  instance,  Professor  Irving 

1  Index -namben  of  whol«Mle  pricee  in  the  United  States  and  foreign 
coontrief  {BuUttin  of  the  United  Statei  Bureau  of  Labour  8tatistic$,  1916;  whole 
ntnnber  173). 
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Fisher's  index-number  in  which  each  article  is  weighted  in  i»o- 
portion  to  the  number  of  times  it  is  sold;  quite  properly,  as 
Professor  Mitchell  points  out  (78),^  with  reference  to  Professor 
Fisher's  purpose.  In  ordinary  times  there  would  i^obably  be 
little  difference  between  this  number  and  that  which  is  obtained 
by  using  the  same  commodities  in  the  same  quantities  without 
taking  account  of  the  number  of  turnovers  (Mitchell,  loc.  cit.).^ 
But  in  war  time,  methods  of  business  being  considerably  altered, 
it  is  possible  that  the  distinction  eorresponds  to  a  real  difference.' 
The  same  may  be  said  about  another  variety  which  Professor 
Mitchell  thus  distinguishes.  "If  the  aim  be  merely  to  find  the 
differences  of  price  fluctuation  characteristic  of  dissimilar  groups 
of  commodities,  or  to  study  the  influence  of  gold  productions,  or 
the  issue  of  irredeemable  paper  money  upon  the  way  in  which 
prices  change,  it  may  be  appropriate  to  g^ve  identical  weights  to 
all  the  commodities"  (78).^  Again,  the  consumption  standard,  as 
based  on  family  budgets,  or  more  generally  on  the  expenditure 
of  the  citizens  in  the  way  of  consumption  for  the  sake  of  personal 
or  sympathetic  satisfaction,  exclusive  of  their  collective  expendi- 
ture on  munitions  for  the  satisfaction  of  patriotic  motives,  may 
well  differ  in  war  time  from  an  index-number  like  that  of  Pro- 
fessor Irving  Fisher,  if  there  is  included  in  the  work  which  the 
currency  has  to  do  the  payments  by  the  Government  for  muni- 
tions. Conceivably,  however  differently  from  present  experience, 
the  momentum  (price  x  velocity)  of  currency  in  relation  to  the 

1  The  namerals  in  brackeU  refer  to  pages  in  Prof.  MiicheU's  treatise. 

8  Cp.  Mtmomndum  British  Association  Btport,  1889,  p.  134,  vi.  Professor 
Fox  well's  method. 

8  The  subtlety  of  these  distinctions  deceives  even  experts.  Thus  the  reviewer 
in  the  Eeonamist  (for  January  12th,  1918)  criticising  a  recent  publication  in 
which  it  was  held  not  to  be  proved,  upon  the  lines  of  Irving  Fisher,  that  money 
rather  than  goods  was  responsible  for  the  rise  of  prices,  observes  triumphantly : 
"There  can  be  no  question  that  the  increase  in  currency  has  been  very  much 
more  rapid  than  the  increase  in  the  production  of  goods,  unless  we  are  to  assume 
that  this  country,  with  four  or  five  millions  of  its  best  men  withdrawn  into  the 
Army,  has  been  able  to  increase  its  production  by  more  than  6o  per  cent"  But 
the  four  or  five  millions  bave  not  been  withdrawn  from  the  production  with 
which  we  are  concerned  in  this  inquiry.  They  (with  their  dependant*)  make 
prima  facie  ^  at  least  as  great  a  pull  as  before  upon  the  currency.  Again  the 
increase  of  women  s  and  old  men's  paid  work  swells  the  denominator,  which 
Irving  Fisher  calls  *'T.**  But  then,  asks  the  reviewer,  why  have  prices  risen? 
Quit«  possibly,  we  reply,  not  so  much  because  the  quantity  of  money  has 
increased  out  of  proportion  to  the  quantity  of  "goods**  (in  the  sense  bare 
relevant),  as  because  the  circulation  of  the  goods  is  less  rapid  (as  suggested  in 
the  work  criticised,  cf.  Lehfeldt,  Economic  Jouhnal,  Vol.  XXVIII.  (1918). 
p.  111).    That  is  not  *'  inflation  "  in  the  sense  of  causation  on  the  side  of  money. 

4  Cp,  British  Association  Memorandum ^  1887,  Section  viii  :  "Determination 
of  an  Index-number  irrespective  of  the  quantities  of  the  commodities.** 
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"volume" — or,  rather,  the  momentum,  or  flow — of  goods,  in- 
cluding munitions,  might  remain  constant ;  while  the  prices  of 
all  the  goods  consumed  by  the  citizen,  exclusive  of  munitions, 
rose  considerably. 

Our  readers  are  perhaps  beginning  to  feel  that  they  have  had 
enough  of  this  concept-splitting.  Yet  there  remain  certain 
varieties  of  index-numbers  which  we  cannot  pass  over :  two 
mentioned  by  Professor  Mitchell  and  two  which  it  did  not  come 
within  his  subject,  more  narrowly  defined  than  ours,  to  mention. 
There  is  first  the  index-number  intended  to  serve  as  a  business 
"barometer"  (66).  "If  the  aim  be  to  construct  a  business  baro- 
meter, the  data  should  be  prices  from  the  most  representative 
wholesale  markets,  the  list  should  be  confined  to  commodities 
whose  prices  are  mo^  sensitive  to  changes  in  business  prospects 
and  least  liable  to  change  from  other  causes,  aixd  the  weights  may 
logically  be  adjusted  to  the  relative  importance  of  the  commodities 
as  objects  of  investment.  Professor  Mitchell  also  directs  atten- 
tion to  what  he  calls  a  "general-purpose"  index-number,  not 
adapted  to  any  special  end  and  in  practice  applied  to  very  various 
purposes,  of  which  more  than  a  dozen  are  enumerated  (26).^  Pro- 
fessor Mitchell  is  no  doubt  right  in  thinking  that  "the  day  has 
not  come  when  the  uses  of  index-numbers  are  sufficiently  dif- 
ferentiated and  standardised  to  secure  the  regular  publication  of 
numerous  special-purpose  series."  Till  then  "the  users  of  index- 
numbers  must  put  up  with  figures  imperfectly  adapted  to  their 
ends"  (26). 

Another  conception  of  the  end,  another  definition  of  the  value 
of  money,  is  derived  from  Bicardo's  axiom  that  "a  commodity 
which  at  all  times  requires  the  same  sacrifice  of  toil  and  labour 
to  produce  it  is  invariable  in  value."  Professor  Marshall  has 
countenanced  this  view  of  our  problem.  In  his  evidence  before 
the  Precious  Metals  Boyal  (Commission  of  1888,  speaking  of  the 
api^reciation  of  gold,*  he  said :  "When  it  is  used  as  denoting  a 
rise  in  the  real  value  of  gold,  I  then  regard  it  aa  measured  by 
the  [increase]  '  in  the  power  which  gold  has  of  purchasing  labour 
of  all  kinds — that  is,  not  only  manual  labour,  but  the  labour  of 

1  Cp.  Memorandum,  1887,  p.  44,  "  mixed  modet,  compoonding  the  ends  or 
means  or  leveral  dUtiiict  method*  **...**  the  moet  compreheniive  .  .  .  pur- 
porting to  be  a  compromiee  between  all  the  modes  and  pnrpoeei — the  method 
if  practical  exigencies  impose  the  condition  that  we  must  employ  one  method, 
not  many  methods.** 

t  Appendix  to  Final  Report  [C  5512]  Question  9025.  Quoted  in  the  British 
A$90€iati<m  Memorandum  of  1880,  p.  161. 

S  "Diminution*'  has  been  substituted  for  "increase'*  in  the  original  by  an 
obvious  misprint. 
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business  men  and  all  others  engaged  in  industry  of  any  kind." 
It  has  been  said  that  changes  under  this  head  are  sufficiently 
reckoned  with  when  the  changes  in  average  incomes  are  noted. 
This,  however,  may  be  questioned  in  time  of  a  war  involving 
enormous  changes  in  the  quantity  of  labour  employed  in  pro- 
duction, additions  here  and  subtractions  there. 

Nor  can  we  pass  over  in  silence  Professor  Nicholson's  index- 
number  based  on  capital.^  It  is  remarkable  that  the  conception 
which  lies  at  the  root  of  this  method  should  have  been  that  which, 
imder  a  different  aspect,  first  presented  itself  to  Professor  Leh- 
feldt  in  his  independent  and  original  investigation  of  the  ''absolute 
price  of  gold."  ^  Professor  Lehfeldt's  second  definition,  referring 
to  a  "redistribution  of  effort  of  production**  on  the  supposition 
of  "  the  total  of  effort  being  unchanged,"  savours  rather  of  the 
labour  standard  which  we  mentioned  just  now. 

When  we  have  decided  what  is  the  end  at  which  to  aim,  we 
may  go  on  to  consider  how  the  data  are  to  be  shaped  to  that  end, 
and  what  data  are  to  be  sought.  The  step  which  is  last  in  the 
analysis,  as  Aristotle  would  say,  is  first  in  the  order  of  practice. 
The  initial  operation  of  collecting  the  original  quotations  of  price 
requires  more  care  and  labour  than  might  be  supposed.  "To 
judge  from  the  literature  about  index-numbers,  one  would 
think  that  the  difficult  and  important  problems  concern 
weighting  and  averaging.  But  those  who  are  practically  con- 
cerned with  the  whole  process  of  making  an  index-number  from 
start  to  finish  rate  this  office  work  lightly  in  comparison  with 
the  field  work  of  getting  the  original  data  "  (27).'  The  fathers 
of  the  English  Statistical  Society  were  so  apprehensive  lest  the 
field  work  of  collecting  facts  expressed  in  figures  should  be 
neglected  if  attention  were  diverted  to  drawing  inferences  from 
those  facts  that  they  proposed  to  divide  the  two  kinds  of  work, 
and  as  the  motto  which  they  chose  purported — aliis  exterendum, 
under  a  wheatsheaf — themselves  to  gather  in  the  harvest  of 
statistics,  while  leaving  it  to  others  to  thrash  out  the  inferences. 
But  Professor  Wesley  Mitchell  has  shown  that  it  is  possible  for 

1  Described  in  the  British  Association  Memorandum,  1887,  lection  VI.,  and 
criticised  with  perhaps  less  than  justice  in  Section  X. 

2  Economic  Journal  (March,  1918,  p.  108). 

8  One  who  was  associated  with  Qiffen  when  he  was  preparing  the  scheme  of 
an  index -namber  adopted  by  the  British  Association  Committee  can  remember 
how  much  he  was  influenced  in  the  selection  of  the  items  by  the  possibility  of 
obtaining  an  available  figure.  He  has  himself  expressed  this  in  the  second 
Report  of  the  Committee  (1888)  which  he  drew  up.  "In  dealing  with  the 
question  practically  those  concerned  must  always  have  an  eye  upon  the  data, 
and  consider  what  is  practically  attainable  "  (he.  cit.  p.  183,  and  context]. 
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one  and  the  same  individual — combining  official  diligence  with 
economic  subtleties  and  statistical  refinements — both  to  collect 
the  raw  material  of  primary  data,  and  also  to  employ  the  com- 
plicated machinery  which  is  required  in  order  to  render  that 
material  available  for  human  use.  We  have  not  space  to  describe 
the  excellent  directions  which  are  given  to  *'the  field  worker 
collecting  data  for  an  index-number"  (27).  Indeed  the  whole 
of  Part  II.,  nearly  two-thirds  of  the  volume,  dealing  with  index- 
numbers  of  wholesale  prices  in  the  United  States  and  foreign 
countries,  abounds  with  suggestions  which  may  be  useful  to  the 
practical  statistician.  Attention  should  be  called  to  the  sugges- 
tion that  the  facts  may  prove  to  be  of  more  permanent  interest 
than  the  theories  which  are  now  built  thereon.  *'It  is  i»:obable 
that  long  after  the  best  index-numbers  which  we  can  make  to-day 
have  been  superseded,  the  data  from  which  they  were  compiled 
will  be  among  the  sources  from  which  men  will  be  extracting 
knowledge  which  we  do  not  know  enough  to  find  "  (30).  We 
surmise  that  some  of  this  future  knowledge  will  be  of  the  kind 
to  which  Professor  Mitchell  points :  **  to  find  how  prices  are 
interconnected,  how  and  why  they  change^  and  what  consequences 
each  change  entails  "  (29,  67). 

Between  the  collection  of  the  data  and  the  completion  of  the 
index-number  there  are  several  intermediate  processes  which 
Professor  Mitchell  describes  under  the  headings  base  periods,  the 
numbers  and  kinds  of  commodities  included,  problems  of  tjoeight- 
ing,  averages  and  aggregates.  We  adopt  this  division,  but  we  are 
not  6areful  to  fellow  the  author's  order  as  to  the  topics  which  are 
ranged  under  these  four  heads. 

Under  the  first  head  Professor  Mitchell's  most  important  con- 
tribution is  the  support  which  he  gives  to  the  method  proposed 
by  Professor  Marshall,  according  to  which  the  base  adopted  each 
year  is  constituted  by  the  prices  of  the  preceding  year.  *' Chain  " 
index-numbers  it  is  proposed  to  call  this  species  (36,  37,  refer- 
ring to  23).  The  ordinary  "fixed  base"  index-number — for 
example,  one  constructed  for  the  year  1913  with  the  prices  of 
1890-99  as  base — is  liable  to  an  imperfection  which  is  thus 
worded  :  **As  the  years  pass  by  the  commodities  that  have  a 
consistent  trend  gradually  climb  far  above  or  subside  far  below 
their  earlier  levels,  while  the  other  commodities  are  scattered 
between  these  extremes.  Thus  the  percentages  of  variation  for 
any  given  year  gradually  get  strung  out  in  a  long,  thin,  and 
irregular  line  without  any  marked  degree  of  concentration  about 
any  single  point"  (23).    On  the  other  hand,  a  careful  scrutiny 
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of  the  relative  prices  with  which  the  "chain  "  method  deals  brings 
out  the  interesting  circumstance  that  these  percentages  are 
grouped  approximately  according  to  the  "normal  law  "  of  distri- 
bution. The  familiar  form  which  has  been  likened  to  (the  front 
view  of)  a  gens  d'armes*  hat  reappears.  But  it  should  be  noticed 
that  in  the  centre  of  the  hat  there  is  a  spike  like  that  of  a  Prussian 
helmet — a  "mode"  which  is  very  abnoi'mal. 

There  is  something  impressive  in  the  introduction  of  the 
normal  law — the  dominant  principle  of  the  higher  statistics — into 
questions  relating  to  money  and  prices.  It  is  like  the  appearance 
of  a  distinguished  savant  as  witness  in  a  case  relating  to  ordinary 
business.  Let  us  make  certain  that  the  testimony  is  rightly 
interpreted. 

When  it  is  claimed  as  a  merit  of  the  "chain  "  data  that  they 
conform  to  the  normal  law,  the  question  arises  what  advantage 
is  there  such  conformity.  The  feeling  of  statisticians  on  this 
question  may  perhaps  be  expressed  by  the  old  answer,  "  8i  non 
rogas,  intelligo."  To  reply  that  the  law  is  convenient  for  pur- 
poses of  calculation  seems  hardly  relevant  to  the  present  inquiry. 
A  deeper  reason  may  be  found  in  the  presumption  that  the  law 
is  the  outcome  of  numerous  independent  causes.^  Since  it  is 
unlikely  that  independent  phenomena  should  vary  concurrently, 
we  have  here  some  guarantee  of  a  certain  stability  in  the  grouping 
under  consideration.  It  may  be  worth  suggesting  that  prices 
regulated  by  Government  in  war  time  are  determined  by  general 
rules  rather  than  the  plurality  of  fleeting  causes  which  constitute 
the  condition  of  the  normal  distribution.  But  we  are  not  pre- 
pared to  affirm  that  arbitrary  governmental  regulations  will  be 
deficient  in  the  element  of  haphazard. 

However,  we  do  not  dispute  that  it  is  a  merit  in  a  statistical 
group  to  conform  to  the  normal  law.  We  admit,  too,  that  a 
continual  elongation  in  one  direction,  such  as  Professor  Mitchell 
has  observed  in  the  case  of  some  relative  prices,  tends  to  deforma- 
tion of  the  law.  If  all  the  prices  behaved  in  this  way,  some 
moving  upwards  continually,  the  others  downwards,  they  would 
*'  leave  in  the  midtt  a  horrid  vale," 

quite  inconsistent  with  the  normal  contour.  As  nothing  like  this 
occurs,  the  continued  elongations  can  be  only  moderately  dis- 
figuring ;  to  what  extent  must  be  a  matter  of  observation.  We 
are  not  satisfied  that  this  observation  is  performed  with  sufficient 

1  Independence  being  understood  in  the  sense  explained  by  the  pretent 
writer.  Jounud  of  the  Royal  Statistical  Society,  1916,  p.  462,  and  referencfli 
there  given. 
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care  by  Professor  Mitchell.  He  shows  two  diagrams,  one  repre- 
senting the  distribution  of  prices  in  1813  as  compared  by  tbe 
''chain  "  method  with  those  of  1812,  the  other  the  distribution 
of  1818  compared  with  1890-99  by  the  "fixed-base  "  method ;  and 
points  out  that  the  former  set  obey  approximately  the  normal 
law.  "But/'  he  continues,  "the  distribution  of  the  second  set 
of  variations  (percentages  of  change  from  the  average  prices  of 
1890-99)  .  .  .  belongs  to  a  different  type.  It  has  no  pronounced 
central  tendency ;  it  shows  no  hi^h  degree  of  concentration  around 
the  arithmetic  mean  or  median.  It  is  more  like  an  oblong 
than  like  the  bell-shaped  normal  curve  ...  its  probable  variation 
is  five  times  as  great  as  that  of  the  corresponding  variations  for 
1912  prices."  This  evidence  is  not  conclusive ;  for  it  may  be  shown 
that  the  same  appearance  would  be  presented  in  like  circumstances 
by  tbe  most  perfectly  normal  distribution. 

To  construct  an  ideal  distribution  imagine  a  game  in  which 
each  player  moves  a  peg  one  step  of,  say,  a  quarter  of  an  inch  on 
a  horizontal  board  either  forward  or  backward,  according  as  a 
tossed  coin  shows  head  or  tail.  A  number  of  players  that  move 
thus  east  or  west  start  from  a  line  running  north  and  south. 
Suppose  that  each  player  takes  several  steps  in  five  minutes 
(corresponding  to  several  changes  in  the  {urice  of  an  article  during 
a  year).  At  the  end  of  that  period  the  distances  from  the  initial 
line  will  be  ranged  in  at  least  rough  correspondence  to  the  normal 
law.  Now  let  the  race  be  prolonged  for  more  than  two  hours — 
twenty-five  periods  each  of  five  minutes.  At  the  end  of  this 
time  the  normal  distribution  will  be  much  more  perfect  (since 
more  independent  causes  will  have  operated).  But  appearances 
would  be  against  the  new  group.  It  might  be  said  of  it,  as  of  tbe 
"fixed  base  "  series,  that  "it  has  no  pronounced  central  tendency ; 
it  shows  no  high  degree  of  concentration  around  the  arithmetic 
mean,"  and  so  fcnrth.  For  let  there  be  given  the  "probable 
deviation  "  of  the  grouping  after  the  first  five  minutes.  Say  it 
is  so  many  quarters  of  an  inch,  or,  better,  a  percentage  of  a 
certain  standard  length;  namely,  the  number  of  inches  which 
measures  the  distance  of  the  initial  line — the  "career"  of  our 
imagined  race — from  a  zero-point  (west  of  that  line).  Let  the 
said  probable  deviation  be  4  (per  cent.).  Then  the  probable 
deviation  for  the  group  at  the  end  of  the  race  will  be  five  times 
as  great,*  namely,  20.  The  latter  grouping  naturally  appears 
"oblong,"  as  contrasted  with  the  "bell-shaped"  contour  of  the 

1  The  tquare  root  of  tbe  number  of  independent   conititnente,   which  we 
hive  supposed  to  be  twenty-five. 

No.  110.— VOL*  xxvm,  o 
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former.    The  contrast  is  exhibited  in  the  accompanying  diagram, 

16  88  60  60  88  16 

I   ' ! ! ! L— 

14  16  16  16  16  14 

where  the  notches  on  the  line  are  placed  at  intervals  of  4  (per 
cent,  of  the  standard  length),  the  probable  deviation  of  the 
grouping  formed  by  a  five  minutes'  race.  The  upper  figures  show 
roughly  (part  of)  a  group  of  240  observations  thus  formed.  The 
lower  figures  show  the  grouping  that  may  be  with  most  probability 
expected  after  the  forces  tending  to  dispersion  have  acted 
for  twenty-five  times  five  minutes.  It  will  be  noticed  that 
the  shape  of  the  bell  is  no  longer  conspicuous,  about  the  centre 
at  least.  Certainly,  if  we  exhibited  the  whole  group,  it  might 
come  out ;  it  would  come  out  if  we  represented,  not  the  result  of 
one  race,  but  the  average  result  of  indefinitely  numerous  trials. 
But  at  any  one  race  of  the  kind  which  we  have  described  the 
grouping  as  a  whole  would  assuredly  appear  rather  "  oblong."  And 
yet  it  may  be  more  normal  than  the  small  group.  If  the  distance 
of  each  player  from  the  starting-point  at  the  end  of  the  long  race 
is  divided  by  5,  the  group  so  formed  may  be  expected  to  comply 
with  the  ideal  shape  better  than  the  set  of  points  reached  in 
the  short  race. 

This  contrast  is  not  materially  affected  by  the  introduction 
of  certain  concrete  circumstances.  The  coins  which  are  used 
might  be  slightly  imsymmetrical.  There  would  then  result  a 
grouping  which  has  many  properties  in  common  with  the  normal 
shape,  the  sub-normal  curve  as  it  has  been  called.^  The  sub- 
normal shape  would  persist,  in  spite  of  several  modifications 
assimilating  the  case  to  that  of  price- variations.  Then  the  causes 
tending  to  variation  need  not  be  perfectly  independent.  The  steps 
need  not  be  equal.  There  need  not  be  several  changes  in  each 
of  the  short  periods.  A  variation  may  persist  in  one  direction 
for  several  periods,  provided  that  there  is  a  chance  of  its  being 
reversed.  If,  indeed,  the  last-named  condition  is  removed  on 
a  large  scale,  the  sub-normal  character  must  disappear.  Whether 
this  or  other  abnormalities  occur  on  such  a  scale  as  to  vitiate 
the  result  is  not  to  be  decided  off-hand,  but  by  a  careful  scrutiny 
of  the  given  statistics. 

We  have  performed  this  scrutiny  with  respect  to  a  set  of 
146  commodities  selected  bv  Professor  Milchell  from  the  241 

*  See  Journal  of  the  Royal  Statittical  Society,  ''Mathematical  RepreteQia- 
tion  of  Statistica/'  Sect.  III.,  1917,  p.  65  et  pa$$im. 
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above  mentioned.  We  have  examined  the  percentages  presented 
by  comparing  the  prices  of  1918  with  those  of  1912  according  to 
the  *' chain  *'  method,  and  the  percentages  for  1918  according 
to  the  "fixed  base  '*  method  with  base  1890-99 ;  and  we  are  satis- 
fied that  the  latter  conform  to  the  normal  law  at  least  as  well 
as  the  former.^ 

But  while  thus  questioning  one  of  Profesqor  Mitchell's  pre- 
misses, we  do  not  dispute  his  conclusion  :  "The  longer  a  fixed- 
base  system  is  maintained  the  more  scattered  become  the  relative 
prices  as  a  rule  "  (37).  Our  discussion,  however,  warns  us  to 
accept  with  caution  the  corollary  attached  to  this  conclusion. 
"With  a  given  body  of  quotations  to  build  upon,  chain  relatives 
are  more  trustworthy  than  their  rivals'*  {loc.  cit.).  Chain  rela- 
tives relating  to  the  preceding  year  are  no  doubt  more  trustworthy 
than  their  rivals  when  related  to  a  much  earlier  period.  But 
so  are  fixed-base  index-numbers  more  trustworthy  than  a  chain 
system  if  the  former  relate  to  the  preceding  year,  the  latter  to 
a  much  earlier  period. 

The  latter  relation  is  dismissed  too  hastily  in  our  judgment 
by  Professor  Mitchell.  "Chain  relatives  for  successive  years  .  .  . 
multiplied  together  to  form  a  continuous  series  "  (88)  surely  bring 
the  later  years  into  a  relation  with  the  earlier,  which  is  as  valid 
as  most  of  the  conceptions  involved  in  an  index-number.'  We 
have  performed  this  operation  with  respect  to  the  chain  index 
given  by  Professor  Mitchell  extending  from  1890  to  1918 ;  and 
have  compared  the  result  for  1913  with  that  which  is  given  by 
the  fixed-base  method  with  base  1890-99.  The  difference  appears 
at  first  sight  marked;  the  median  and  the  arithmetic  mean 
according  to  the  chain  system  being  (for  1918)  respectively  111*5 
and  113,  while,  according  to  the  fixed-base  system,  they  are  about 
126  and  130  respectively.  But  it  must  be  remembered  that  the 
chain  starts  from  a  greater  height  than  the  base  of  the  fixed 
system ;  the  level  of  1890  (the  base  of  the  chain)  being,  with 
respect  to  the  base  of  the  fixed  system,  118  or  114.  This  being 
taken  into  account,  the  consilience  between  the  two  systems  is 
remarkable;  and,  indeed,  greater  than  was  to  be  expected. 

It  is  tenable^  we  submit,  that  for  certain  purposes  the  chain 
system  gives  just  as  good  a  measure  of  the  change  in  the  {Hice- 

1  The  probable  error  for  the  group  formed  by  comparison  with  a  dittant 
period,  yii.,  nearly  20,  ia  to  the  probable  error  for  the  group  formed  by  com- 
pariaon  between  two  conaecntive  yeara  approximately  in  the  ratio  anppoeed  in 
our  illnatration. 

<  Cp,  Britiih  Atioriation  Memorantittm,  1887,  p.  17. 
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level  as  the  fixed-base  system.  For  this  reason  we  agree  with 
Professor  Mitchell  that  "it  is  an  excellent  plan  to  make  from  the 
original  quotations  two  series  of  index-numbers — one  a  chain 
index  and  the  other  a  fixed-base  series.*' 

Under  the  head  of  ''Numbers  and  Kinds  of  Commodities  In- 
cluded *'  Professor  Mitchell  adduces  a  discovery  for  which  stud^[it8 
of  his  Gold  Prices  under  the  Green-back  Standard  [reviewed  in 
the  Economic  Journal,  Vol.  XVIII.  (1908),  p.  581]  will  be  pre- 
pared.  He  has  observed  that  the  fluctuation  in  price  from  year 
to  year  is  much  greater  for  some  kinds  of  commodities  than  for 
others  (52  et  seq,).  Thus  manufactured  goods  are  steadier  than 
raw  materials.  There  are  characteristic  differences  among  the 
{Hice  fluctuations  of  the  groups  consisting  of  mineral  products, 
forest  products,  i^nimal  products,  and  farm  crops.  Again,  con- 
sumers' goods  are  steadier  in  price  than  producers'  goods,  the 
demand  for  the  former  being  less  influenced  by  vicissitudes  in 
business  conditions.  Knowledge  of  this  kind  may  be  used  to 
explain  the  discrepancies  between  different  index-numbers  which 
mix  these  classes  of  commodities  in  different  proportions.  Pro- 
fessor Mitchell  bases  on  this  observation  a  recommendation  that 
the  commodities  utilised  in  the  construction  of  index-numbejrs 
should  be  classified,  not  (or  not  only),  as  now,  empirically,  or 
with  reference  to  practical  interests,  but  (also)  *'upon  causal  lines, 
upon  differences  among  the  factors  which  determine  prices,  upon 
a  principle  of  division  which  throws  more  light  upon  the  workings 
of  the  complex  system  of  prices." 

In  considering  that  system  Professor  Mitchell  has  thrown 
light  upon  the  complex  systems.  For  in  the  course  of  his  observa- 
tion he  brings  into  view  the  interdependence  or  correlation  be- 
tween the  prices  of  different  commodities.  There  is  a  similarity 
between  the  price  fluctuation  of  finished  products  and  raw 
materials.  This,  however,  is  less  than  the  similarity  between 
the  price  fluctuations  of  finished  products  made  from  different 
materials.^  The  latter  similarities,  we  surmise,  are  due  to  common 
causes,  such  as  business  cycles  or  changes  in  wages.  The  alterna- 
tions of  prosperity  and  depression  no  doubt  affect  all,  or  at  least 
very  many  prices ;  but  some  much  more  than  others.  Thus  the 
prices  of  minerals  fluctuate  with  the  alternations  of  business 
cycles  better  than  the  prices  of  other  raw  materials — farm  and 

1  Tha  f Aci  is  thus  happily  expreaeed  by  our  &utbor  :  "  As  babie*  from 
different  families  are  more  like  one  another  than  they  are  like  their  recpedive 
parents,  so  here  the  relative  prices  of  cotton  textiles,  woollen  textiles,  si^el  tools, 
bread,  and  shoes  differ  far  less  among  themselves  than  they  differ  severally 
from  the  relative  prices  of  raw  cotton,  raw  wool,  pig-iron,  whe<»t,  and  hides.** 
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forest  or  animal  products.  Throughout  the  system  there  are  found 
to  be  subtle  correlations  between  observations  which  primd  facie 
are  apt  to  be  regarded  as  independent. 

There  is  here  exposed  a  feature  which  no  doubt  would  be 
{H'esented  by  other  groups  of  statistics  could  they  be  as  carefully 
examined.  Observations  seemingly  independent  are  in  reality 
honey-combed  with  correlations.  Accordingly,  calculations  of 
probabilities  based  on  the  assumption  of  independence  are  apt 
to  be  inaccurate.  Mathematical  statisticians  are  too  fond  of 
calculating  the  "  probable  error*'  of  averages  on  this  assumption. 
They  evolve,  often  with  much  labour  and  skill,  a  formula  in- 
volving n,  the  number  of  observations,  usually  in  the  form  of  the 
square  root  of  n  as  a  factor  of  the  denominator.  They  forget  that 
commonly  the  given  number  n  exaggerates  the  independence  of 
the  observations ;  owing  to  the  existence  of  correlations,  such  as 
in  the  case  of  prices  Professor  Mitchell  has  so  well  exi»:essed.^ 

Under  the  head  "Problems  of  Weighting,"  Professor  Mitchell 
propounds  three  questions  :  "  Should  the  weights  be  sums  of 
money  or  physical  quantities?  Should  the  weights  be  changed 
from  year  to  year,  or  should  they  be  kept  constant?  Should  the 
weights  be  adjusted  to  the  importance  of  the  commodities  as  such, 
or  should  there  be  taken  into  account  also  the  importance  of  the 
commodities  as  representing  certain  types  of  price  fluctua- 
tions?" (78). 

As  to  the  first  question,  physical  quantities  measured  by  some 
conventional  standard  as  a  ton  or  a  gallon  are  evidently  improper 
weights  for  relative  prices,  ratios  of  which  the  type  is  Pr,  the 
price  of  an  article  in  the  rth  year,  divided  by  Po  the  price  of  the 
same  article  in  the  base  year  (or  period).  But  the  value  of  the 
article  (at  the  base,  or  some  Qther  suitable  time)  may  i»x>perly 
be  taken  as  the  weight.' 

As  to  the  change  of  weights  in  view  of  change  in  the  relative 
importance  of  commodities,  Professor  Mitchell  points  out  that 
the  compiler  must  choose  between  two  evils,  inaccurate  weights 
and  ambiguous  price  measures  (79,  referring  to  31).    With  refer- 

1  The  great  Lftplace  was  nol  free  from  this  Msomption  ythm  he  proposed 
to  oalcttkte  the  population  of  a  coontcy  from  the  ratio  between  the  nnmber 
of  >^^rtif?r«  and  the  population  in  different  districte ;  and  eetimated  the  probable 
error  of  the  calcolation  without  taking  into  account  the  difference  which  no  doubt 
prevail!  in  respect  of  vital  atatistics  between  the  inhabitante  of  different  diatrtcte 
[ef.  Journal  of  the  Royci  StatUtieal  Society,  Vol.  LXXX.  (1917),  p.  549].  Prob- 
ably  only  random  tamplee  such  as  thoee  on  which  Dr.  Bowley  operates  are  quite 
—or  at  least  very  nearly— free  from  the  influence  in  question  (see  Bowley, 
Presidential  Address  to  Section  F  of  the  Britbh  Association,  1906;  and  Liveli- 
Kooi  amd  Poverty,  1916. 

t  Cp.  below,  p.  188. 
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ence  to  fixed-base  index-numbers,  he  considers  that  **the  least 
objectionable  compromise  is  probably  to  revise  the  scheme  of 
weights,  say,  once  a  decade^  and  to  show  the  effect  of  this  change 
by  computing  overlapping  results  for  a  few  years  with  both  the 
old  and  new  weights."  ^  He  puts  **  chain  index-numbers "  in 
a  different  category,  for  a  reason  that  we  have  above  questioned,^ 
''since  such  series  do  not  profess  to  yield  accurate  comparisons 
except  between  successive  years  "  (80).* 

Nor  are  we  disposed  to  accept  without  qualification  his  answer 
to  the  third  question,  which  is  based  on  the  following  axiom. 
"  An  accurate  measure  of  change  in  the  level  of  all  wholesale  prices 
is  not  obtained  unless  all  of  the  different  types  of  fluctuation 
[referred  to  above,  p.  186.]  ...  are  represented  in  accordance 
with  the  relative  importance  of  the  commodities  belonging  to 
each."  Very  deep  questions  of  first  principle  are  here  involved. 
We  submit  that  the  concept  of  an  index-number  for  prices  lies 
somewhere  between  two  extreme  definitions.  One  is  the  money 
value  of  a  perfectly  definite  set  of  articles ;  for  instance,  a  pro- 
vision for  certain  functionaries  of  so  much  bread,  sugar,  uniforms, 
etc.,  from  year  to  year  (or  at  the  same  time  in  different  countries). 
The  sum  total  thus  presented  hardly  deserves  to  be  called  an 
index-number  (a  title  which,  we  observe  with  satisfaction,  Pro- 
fessor Mitchell  does  not  bestow  as  lavishly  as  some  writers  have 
done).  Contrasted  with  a  compilation  which  is  of  the  nature  of 
a  commercial  account  is  a  true  index-number,  as  described  by  Dr. 
Bowley  :  a  quantity  which  we  cannot  observe  directly,  but  which 
influences  others  which  we  can  so  observe.^  The  quasitum  thus 
conceived  is  related  to  the  given  price  variations  much  as  a 
physical  quantity  under  measurement  is  related  to  a  set  of  observa- 
tions each  purporting  to  represent  the  sought  quantity.  But  the 
theory  of  errors-of-observation  shows  that  in  the  combination  of 
the  given  observations  "less  weight  should  be  attached  to  observa- 
tions belonging  to  a  class  which  are  subject  to  a  wider  deviation 
from  the  mean.  Such  would  be  prices  of  articles  which,  exclusive 
of  the  common  price  movement  of  all  the  selected  articles,  are 
liable  to  peculiarly  large  proper  fluctuations."  * 

1  In  UlmtratioD  of  thii  practice  Professor  Mitchell  refers  to  Knibbs*  Cost 
of  Irving  in  Au$tralia,  Commonwealth  .  .  .  Bureau  ...  of  Statistics  Report, 
No.  I.,  pp.  xxiv,  xlix. 

*  Above,  p.  185.  8  See  reference  given  in  note  to  p.  185. 
<  EltmenU  of  Statistics,  Chap.  IX. 

*  British  Association  Memorandum,  1887,  p.  36.  Cp.  Memorandum,  1888, 
p.  157  :  '*If  more  weight  attaches  to  a  change  of  price  in  one  article  rather  than 
another  it  is  not  on  account  of  the  importance  of  that  article  to  the  consumer 
or  the  sho{^eeper,  but  on  account  of  its  importance  to  the  calculators  of  prob- 
abilities as  affording  an  observation  which  is  peculiariy  likely  to  be  correct. " 
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Ordinarily  the  required  index-number  is  intermediate  between 
the  two  extreme  types  which  we  have  indicated.  For  even  where 
the  form  is  primA  facie  a  weighted  sum — an  aggregate  of  products 
each  formed  by  multiplying  a  price  by  a  quantity— still  in  our 
Ignorance  of  the  true  factors  the  compound  may  assume  the 
character  of  a  true  index-number.^  Accordingly,  a  distribution 
of  weight  different  from  that  which  Professor  Mitchell  appears 
to  prescribe  would  be  ideally  advisable.  But  where  both  the  end 
to  which  our  problem  is  directed  and  the  means  conducing  thereto 
are  so  obscure  and  uncertain,  we  may  acquiesce  in  our  author's 
comment :  ''Perhaps  it  is  a  counsel  of  perfection  to  urge  such 
requirements  in  systems  of  weighting." 

It  remains  to  consider  the  questions  raised  under  the  head 
"Averages  and  Aggregates."  To  some  extent  the  answer  to  the 
questions  under  this  and  the  preceding  head  will  have  been 
anticipated  by  the  earlier  discussion.  For  some  decisions  as  to 
the  scope  and  purpose  of  the  index-number  involve  the  choice  of 
the  method.  Thus,  if  the  purpose  is  that  of  Professor  Irving 
Fisher,  it  follows  at  once  that  the  proper  combination  of  the  data 
is  the  sum  of  the  values  (quantity  x  price)  of  the  different  com- 
modities, each  value  weighted  by  the  "turnover"  of  the  com- 
modity. The  form  of  the  index-number  which  purports  to 
measxure  change  in  the  cost  of  living  is  likewise  i»:edetermined. 
Ideally,  at  least,  the  form  of  a  weighted  sum  is  prescribed,  though 
in  practice  it  might  be  necessary  to  substitute  some  other.'  The 
choice  of  average  is  wider  in  the  case  of  other  objects,  of  which 
some  have  been  above  mentioned.' 

Professor  Mitchell  compares  very  fairly  and  fully  the  several 
available  average.  Three  stand  out  as  selected  candidates :  the 
geometric  mean,  the  median,  and  the  arithmetic  mean.  With 
regard  to  the  geometric  mean,  Profess^  Mitchell  points  out— in 
addition  to  other  considerations  in  favour  of  this  form — ^that  it  is 
dictated  upon  a  certain  conception  of  the  purpose  in  view.  "If 
that  purpose  be  to  measure  the  average  ratio  of  change  in  prices, 
the  geometric  mean  is  the  best ;  indeed,  in  strictness,  it  is  the 
only  proper  average  to  employ."^  But,  continues  our  author, 
"as  a  rule  our  interest  does  centre  in  the  money  cost  of  goods 
rather  than  in  the  average  ratio  of  changes  in  price." 

^  On  thu  and  other  poinU  connected  with  this  diicueeion  it  may  be  aUowable 
to  refer  to  the  preeent  writer's  Lecture  on  Currency  and  Finance  in  Tim€  of  War 
(Clarendon  Press),  1917. 

t  Above,  par.  1.  '  Above,  p.  178  e<  seq, 

*  Jevons  probably  meant  something  like  thit  by  his  somewhat  obscure  dicta 
as  to  the  grounds  for  preferring  the  geometric  mean.    Investigatiom,  pp.  23,  121. 
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If  the  geometric  mean  is  ruled  out,  it  remains  to  weigh  the 
rival  claims  of  the  median  and  the  arithmetic  mean.  Plx>fe88or 
Mitchell  strikes  the  balance  more  impartially  than  the  majority 
of  practical  statisticians.  Still,  we  think  that  even  he  has  not 
done  full  justice  to  the  median.  Its  defects  in  respect  of  con- 
venience and  accuracy  appear  slightly  exaggerated  in  his 
presentation. 

An  objection  of  the  first  kind  is  thus  stated  :  ''  Medians  of 
different  groups  cannot  be  combined,  averaged,  or  otherwise 
manipulated  with  ease  as  can  arithmetic  means.*'  For  instance, 
the  Bureau  of  Labour  Statistics,  after  obtaining  the  sums  of 
relative  prices  for  farm  products,  clothing,  etc.,  can  obtain  by 
simply  summing  up  these  sums  the  grand  average  for  all  com- 
modities. But  ''it  could  not  handle  medians  in  this  convenient 
fashion ;  instead  of  combining  the  sums  from  the  groups,  it  would 
have  to  combine  the  single  commodities.'*  This  objection  is  true 
and  serious.  But  it  is  not  in  practice  quite  so  serious  as  it  seems 
in  statement.  In  order  to  obtain  the  median  of  a  composite  group, 
one  compounded  of  two  groups  for  each  of  which  the  median  has 
been  found,  it  is  not  in  general  necessary  to  "combine  the  single 
commodities  "  in  the  sense  of  re-examining  them  all.  It  suffices 
to  re-examine  and  rearrange  those  which  are  in  the  neighbour- 
hood of  the  respective  centres. 

For  example,  here  are  two  groups  each  consisting  of  twenty- 
seven  observations  ranged  in  the  order  of  magnitude,  which  obser- 
vations have  each  been  obtained  by  adding  together  ten  digits  taken 
at  random  from  mathematical  tables.^ 

{S7  80  81  8S  8S  84  8«  37      40  i\  42  46  47  48  49  50  51  ft2         50    64 

80  41  41         46  52 

SO 

(29       81  83  88  84  86   88  89    41    48  44  45  46      49  50   53  58  56  57  59  62 
D  J  88  45  46 

"•1  88  45 


The  median,  being  the  fourteenth  observation  in  the  order  of 
magnitude,  is,  for  Group  A,  42,  and  for  Group  B,  44.  To  find  the 
median  for  the  group  compounded  of  these  two  we  need  not  re- 
examine all  the  observations.  For  it  is  evident  that  the  median 
of  the  compound  cannot  be  greater  than  the  larger  of  the  two 
medians,  viz.,  44;  nor  less  than  the  smaller,  viz.,  42.     Accord- 

1  These  figures  are  adduced  with  some  coramento  relative  tc>  the  preeeui  subject 
in  the  British  A$$ociaiion  Memorandum  for  1889,  p.  50.  In  the  third  group 
there  given  one  of  the  sums,  above  50,  has  been  omitted  by  a  misprint 
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ingly,  we  may  thus  summarily,  for  the  purpose  in  hand,  re-write 
the  data. 

rxm     42  xu 

42 


M= 


B   XII  43  XIV 

Here  the  Boman  numerals  denote  the  number  of  observations 
which  occur  respectively  above  or  below  those  given  ip  Arabic 
figures.  As  the  median  of  the  composite  group  comprising  fifty- 
four  observations  is  intermediate  between  the  twenty-seventh 
and  twenty-eighth  observations,  it  is  evident  at  a  glance  that  the 
required  median  is  intermediate  between  43  and  42,  say  42*5. 
The  process  is  easily  extended  to  three  or  more  groups. 

However,  we  do  not  deny  that  the  arithmetic  mean  has  a  con- 
siderable advantage  over  the  median  in  virtue  of  the  proposition, 
true  of  the  former  but  not  of  the  latter,  that  the  mean  of  two 
((X  more)  means  is  the  mean  of  the  group  formed  by  the  con- 
stituents of  both  (or  all)  the  several  means. 

Our  difference  with  Professor  Mitchell  on  another  ground  is 
more  serious.  He  finds  a  difficulty  in  the  use  of  the  median  in 
two  opposite  cases  :  when  the  given  observations  are  either  closely 
crowded,  or  widely  dispersed  about  the  centre  of  the  group.  As 
to  the  first  case,  it  is  said  that  the  median  may  not  answer  pre- 
cisely to  its  definition  when  several  of  the  items  to  be  averaged 
have  identical  values.  For  example,  in  Table  n.  [tabulating 
deviations  i»^sented  by  ''chain'*  index-numbers]  it  often  hap- 
pens that  the  median  falls  on  a  large  group  of  precisely  identical 
figures,  so  that  it  ceases  to  be  true  that  half  of  the  cases  are 
above  and  half  below  the  median.  Upon  this  it  may  be  sufficient 
to  say  for  the  present  ^  that  the  case  in  which  there  is  an  ab- 
normal agglomeration  about  the  centre  is  primd  fade  one  par- 
ticularly favourable  for  the  use  of  the  median ;  since  its  probable 
error  is  less  the  greater  ceteris  paribus  the  height  of  the  frequency 
curve  at  the  middle.' 

The  opposite  case  of  observations  widely  dispersed  in  the 
neighbourhood  of  the  centre  would  be  open  to  objection  if  the 
cause  of  the  phenomenon  were  a  depression  in  the  form  of  the 
grouping,  if  the  shape  of  the  frequency  curve  about  the  centre 
resemble  a  valley  between  two  eminences.'  In  that  case,  for 
the  reason  just  now  given,  the  probable  error  incident  to  the 

1  Cp.  below,  p.  106. 

*  More  exftctly,  inyertely  proportional  to  the  eqaare  root  of  the  ordintte  at 
the  point  on  the  abaciesa  where  the  median  ocean.  Cp.  Encyclop»dia  Britannica 
Art.    ProbabaU^.    Sect.  138,  130. 

s  The  aappoeition  rejected  ai  not  appropriate  to  the  data ;  above,  p.  182. 
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median  would  be  particularly  large.  But  this  is  clearly  not  the 
case  contemplated  by  Professor  Mitchell.  He  attributes  the 
objectionable  dispersion  merely  to  the  paucity  of  the  observations. 
We  shall  therefore  do  no  injustice  to  his  argument  if  we  suppose 
the  grouping  to  be  of  an  ordinary  kind,  in  particular  the  normal 
law. 

Upon  this  assumption  it  is  at  once  to  be  admitted  that  the 
median  is  less  accurate  than  the  arithmetic  mean,  in  so  far  as  its 
probable  error  is  a  little  greater,  namely,  in  the  ratio  of  about 
IJ  to  1.  That  is  all  that  we  admit  on  the  score  of  inaccuracy 
against  the  median.  But  we  are  by  no  means  certain  that  we 
have  apprehended  Professor  Mitchell's  objections.  Without  being 
quite  sure  that  we  have  located  our  author's  position,  we  shall 
aim  at  three  tolerably  distinct  points,  (a)  When  there  is  a  con- 
siderable interval  between  the  position  of  the  observation  which 
forms  the  median  and  each  of  its  nearest  neighbours,  then  through- 
out a  wide  tract  the  position  of  the  mean  depends  upon  the 
accidents  affecting  a  single  observation,  (b)  The  position  assigned 
by  the  median  is  not  perfectly  definite,  (c)  The  median  is  less 
responsive  than  the  arithmetic  mean  to  changes  in  the  items. 

The  first  objection  (cc)  is  to  be  gathered  from  the  following 
statements.  "Where  the  number  of  items  to  be  averaged  is 
small,  medians  are  erratic  in  their  behaviour.  .  .  .  For  in  such 
groups  there  is  often  a  considerable  interval  between  the  mid- 
most relative  price  and  the  relative  price  standing  next  above  it 
and  next  below.  No  change  in  any  of  the  items,  large  or  small* 
can  alter  the  position  of  the  median  unless  it  shifts  an  item  from 
the  upper  half  of  the  list  to  the  lower  half  or  vice  vetsd.  But 
any  change  of  this  character,  large  or  small,  will  make  the 
median  jump  over  the  whole  interval  between  its  former  position 
and  that  of  the  next  highest  or  next  lowest  relative  price,  unless 
the  change  happens  to  place  a  new  item  within  these  limits*' 
(85).  Compare  the  dictum  in  the  author's  Gold  Prices  .  .  .  and 
Green-back  Standard.  "The  median  ...  is  rather  erratic 
within  limits  of  several  points  because  its  precise  position  is  often 
dependent  on  the  relative  price  of  a  single  commodity  which 
stands  in  the  middle  of  the  scale  of  relative  prices."  ^  So  again 
it  is  said  :  "When  the  numbers  of  commodities  in  the  index- 
number  is  small,  medians  are  likely  to  prove  highly  erratic,  repre- 
senting less  the  general  trend  of  prices  than  the  peculiarity  of 
the  data  from  which  they  are  made  "  (90). 

1  Op  cit.f  p.  58.     Quoted  with  comment  in  the  review  of  the  work  in  the 
Economic  Jou&nal  for  1886,  Vol.  XVIII.,  p.  681. 


Digitized  by 


Google 


1918]  THB    DOaTBIKB    OF    INDBX-KUMBBBS  103 

This  objection  is  met  by  denying  that  the  interval  between 
two  adjacent  observations  at  the  middte  of  the  group  is  likely 
to  be  ''considerable'*;  large  relatively  to  the  magnitude  v^ith 
which  it  is  proper  to  compare  that  interval — ^that  is,  the  minimum 
mensurabile,  as  we  may  say — ^that  interval  which  is  equal  to  (or 
of  the  same  order  as)  the  smallest  degree  which  the  compared 
method  of  measurement  is  capable  of  distinguishing  with  accuracy. 
For  this  minimum  we  may  take  at  the  least  the  ''probable  error  *' 
incident  to  the  arithmetic  mean.  That  the  interval  between 
adjacent  observations  is  likely  to  be  small  compared  with  this 
minimum  is  sufficiently  evidenced  by  the  following  proposition. 
When  the  number  of  observations  (n)  is  large  the  interval  at 
the  middle  of  the  group,  which  is  as  likely  as  not  vacant,  within 
which  it  is  an  even  chance  that  no  observation  falls,  is  most 
probably  very  small  compared  with  the  probable  range  of  the 
arithmetic  mean  (in  the  ratio  of  about  1  :  y/n).  When  the  number 
of  observations  is  not  large  the  proposition  is  less  accurate.  But 
it  remains  roughly  true,  as  the  number  cannot  be  supposed 
very  small  consistent  with  the  applicability  of  the  theory  of  prob- 
abilities. Suppose,  for  instance,  that  the  number  of  observa- 
tions is  twenty-five,  the  number  of  a  group  which,  according  to 
Professor  Mitchell,  "illustrates  the  erratic  character  of  the 
median.*'  Then  the  space  at  the  centre,  which  is  as  likely  as 
not  to  be  vacant,  is  about  a  quarter  of  the  probable  range  to  which 
the  arithmetic  mean  is  liable. 

As  a  concrete  example,  let  us  take  the  groups  above  cited, 
formed  by  the  addition  of  ten  random  digits.  Here  is  reproduced 
the  central  region  of  Group  A  : — 


m        M 

1       1       1       1       1 

II               1       1       < 

4^    4'l     42    is     ' 
41    42 

'     4<    4h    4'8      '       ' 
4« 

The  figures  below  the  line  represent  observations  which  have 
occurred.  The  letter  M  above  the  line  is  meant  to  show  the 
position  of  the  arithmetic  mean,  being  43*6.  The  median,  de- 
signated by  the  letter  m,  is  coincident  with  one  of  the  observa- 
tions, 42.  There  is  here,  no  doubt,  a  vacant  tract  between  43 
and  46.  But  it  is  not  considerable,  regard  being  had  to  the 
roughness  of  the  computation.  For  the  probable  error  to  which 
the  arithmetic  mean  is  liable  is  nearly  1*2;^  that  of  the  median 


*  -  0-4769 X      /iOx  10-5    (newly) 
V         27 
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is  about  V5/    Had  the  median  occurred  anywhere  between  43 


*  "    >v/|  X  ^-2    (newly) 
and  46  there  would  have  been  no  reason  for  suspicion. 


1      1 

M 

t        1 

m 

till        II 

^9     ' 

^1 

'      ^3    ^    4*5    4b      ' 
45    46 
45 

B. 


Group  B  also  does  not  countenance  suspicion  of  the  median. 
In  its  central  tract  here  exhibited  the  largest  gap  is  only  2 ;  and 
the  median,  44,  as  it  happens,  gives  a  better  approximation  than 
the  arithmetic  mean,  41*8,  to  the  true  value,  which  is  45. 

If  the  object  had  been  to  ascertain  whether  there  was  any 
difference  in  the  constitution  of  Groups  A  and  B — whether  B, 
for  instance,  had  been  constructed  by  the  superposition  of  more 
or  fewer  digits  than  ten  (the  given  number  for  A) — the  median 
would  give  nearly  as  good  an  answer  to  this  question  as  the 
arithmetic  mean.  The  only  difference  is  the  one  already  acknow- 
ledged that  the  probable  error  of  the  median  is  a  little  larger. 
That  difference  would  disappear  if  the  number  of  observations 
(in  pari  materid)  on  which  the  median  was  based  had  been  some- 
what increased.  The  median  of  forty  such  observations  would 
have  afforded  as  good  a  test  as  the  arithmetic  mean  of  twenty^ 
seven. 

To  give  an  example  more  germane  to  the  present  discussion, 
we  have  taken  out,  for  the  year  1890,^  the  relative  prices  which 
enter  into  the  groups,  numbering  twenty-five  each,  of  which 
Professor  Mitchell  has  instanced  in  connection  with  his  remarks 
on  the  median.  Here  is  exhibited  the  central  portion  of  the  first 
group  or  series.  The  arithmetic  mean  is  at  115 ;  the  median 
at  116-5  :— 

M   m 

'     liU    '     '  nU  =     '   lis  lU  '  i2'i 


lOS 


iie-8 


There  is  a  vacant  gap  of  3  in  the  immediate  neighbourhood  of 
the  median  and  of  4  not  far  from  it.  But  what  of  that,  seeing 
that  the  probable  error  of  the  arithmetic  mean  is  about  3,  and 
that  of  the  median  itself  greater. 

M  m 

I      I      I II      II I      I I      I I      I      I 

S'       '       '111.7    •       '       '       '115.5'       '117.5'   llb.S    lU    '       ' 

115*8 

1  From  Table  II.  of  the  Bureau  of  Labour  Statistics,  1914 ;  whole  nomVer  149. 
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The  central  tract  of  the  second  series  likewise  does  not  bear 
witness  against  the  median.  The  arithmetic  mean  is  at  113; 
the  median  is  at  115*5 ;  the  probable  error  about  the  same  as  for 
the  first  series. 

(b)  There  seems  to  be  expressed  a  fresh  objection  in  the 
statement  that  it  *'is  not  always  true  of  medians"  that  "their 
meaning  is  perfectly  definite  "  (91).  The  meaning  of  the  objec- 
tion does  not  seem  to  us  perfectly  definite.  Possibly  it  belongs 
to  the  class  of  difficulties  apprehended  in  the  case  of  numerous 
observations.  Perhaps  it  is  the  same  as  the  objection  which 
we  have  already  mentioned  under  that  head.  Perhaps  it  is  the 
same  as  an  objection  which  has  been  levelled  by  other  statisticians 
against  the  median,  viz. ,  that  it  does  not  in  general  present  a  value 
so  finely  graduated  as  does  the  arithmetic  mean.  CSonsider,  for 
example,  the  "race  "  above  imagined,  run  by  tossing  coins — say 
a  dozen  every  five  minutes — and  taking  a  step — say  a  quarter  of  an 
inch— forward  or  backward,  according  as  each  coin  turns  up  head 
or  tail.^  If  a  number  of  players  each  proceed  thus — starting  from  a 
starting-point  labelled  100  (25  inches  from  zero)— at  the  end 
of  the  period  the  group  will  be  distributed  discontinuously  at 
integral  points.  Now  the  arithmetic  mean  is  not  limited  to  in- 
tegers, it  may  occur  anywhere  between  two  adjacent  integers. 
But  primd  facie  the  median  is  so  limited,  or,  rather,  it  seems  to 
be  limited  either  to  an  integer  if  the  number  of  constituents  be 
odd,  or  to  an  integer +  }  if  the  number  of  constituents  is  even. 
The  objection  is  not  particularly  applicable  to  the  data  with  which 
our  author  is  dealing,  relative  prices  graduated  to  a  tenth  of  1  per 
cent.  In  any  case,  the  objection  is  not  very  serious,  since  by  a 
proper  adjustment  of  the  data  a  fractional  value  can  be  obtained 
for  thi^  median.' 

(c)  There  remains  to  be  considered  the  objection  that  "arith- 
metic means  are  more  representative  averages  than  medians  being 
affected  by  any  change  in  the  items  of  the  group  "  (85)  .  .  .  "un- 
like medians,  they  ["aggregates"]  allow  every  change  in  the 
price  of  every  article  to  influence  the  result "  (71).  In  making 
this  objection,  the  author  seems  to  have  in  view  two  groups  in 
pari  materid  such  that  in  passing  from  one  to  the  other  we  find 
no  change  in  the  median,  while  there  are  changes  among  the 
other  observations   other  than    those   determining  the  median, 

1  Above,  p.  183. 

t  8m  the  prewnt  writer's  article!  On  the  Use  of  Analftical  OtimttTy  to  fprt- 
sent  .  .  .  8UxHH%e$,  and  On  the  Matktmatieti  RepreMentation  of  StatiHics, 
Jtrnma  of  Me  Itor^  Stnti$tical  Society,  Vol.  LXXVII..  p.  732,  LXXIX,  p.  471, 
et  pamm. 
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which  changes  affect  the  more  sensitive  arithmetic  mean.  Upon 
this  it  may  be  remarked  that  if  there  is  this  difference  in  the 
behaviour  of  the  two  averages,  it  is  not  to  the  credit  of  the 
arithmetic  mean.  The  slight  advantage  which  we  have  ahready 
allowed  to  the  arithmetic  mean  would  not  be  enhanced  by  this 
circumstance.  Supposing  that  slight  advantage  corrected  by 
basing  the  median  on  a  greater  number  of  observations,  then  the 
sensitiveness  attributed  to  the  arithmetic  mean  would  be  rather  a 
defect  than  an  advantage.^ 

But  does  the  difference  exist?  Does  the  median,  oftener  than 
the  arithmetic  mean,  does  it  even  often,  remain  unchanged  from 
one  group  to  another?  This  may  be  doubted,  if  the  data  are 
finely  graduated,  or  if  graduation  of  the  median  by  adjustment 
is  practised.^  The  median  seems,  indeed,  but  only  seems,  to  be 
irresponsive  in  certain  circumstances— of  perhaps  frequent  occur- 
rence in  the  statistics  of  prices — ^which  we  shall  indicate  by  con- 
tinuing the  parable  of  the  indoor  race.'  Suppose  that  in  the  first 
five  minutes  several  of  the  numerous  players — late  or  dilatory — 
do  not  make  a  start,  and  that  their  positions  at  the  end  of  the 
period  are  registered  as  being  at  the  starting-point.  Accordingly, 
at  the  end  of  a  short  period  a  good  number  of  observations  would 
be  heaped  up  at  the  starting-point;  the  median  would  appear 
unmoved.  But,  of  course,  the  position  of  those  players  who 
have  not  moved — whose  position  is  not  the  result  of  steps  deter- 
mined by  tossing  coins — cannot  be  used  to  ascertain  the  asym- 
metry of  the  coins.  For  that  purpose  it  would  be  proper  to  omit 
those  dead-head  observations,  or  to  prolong  the  game  until  the 
slow  players  should  come  in.  But  for  other  purposes,  of  perhapB 
greater  interest  to  the  players,  as  relevant  to  the  betting,  it  might 
be  proper  to  take  account  of  those  nullities. 

Here,  probably,  is  to  be  found  the  reason  of  the  difference 
between  Professor  Mitchell  and  ourselves  as  to  the  worth  of  the 
median.  We  have  been  all  along  seeking  to  extricate  from  fallible 
observations  a  mean  apt  to  represent  the  "general  trend  of 
prices**    (9).    That  is  the  sort  of  index-number  to  which  we 

*  The  arithmetic  mean  in  this  respect  might  be  compared  with  the  method  of 
examination  by  summing  arithmetic  marks  practised  at  some  public  competitions 
as  contrasted  with  examinations  at  one  at  least  of  our  Universities  where  generst 
unanalysable  impressions  have  a  due  weight.  The  former  method,  no  doubt,  more 
frequently  brings  out  the  candidates  as  unequal,  but  the  distinction  does  not 
correspond  to  a  real  difference. 

S  Above,  p.  196,  note  2. 

S  Above,  p.  182.  Note  that  the  spike-shaped  "  mode  *'  there  noticed  is  formed 
by  prices  which  have  not  moved  at  all  in  the  period  under  consideration ;  to  be 
distinguished  from  those  which  have  moved  leas  than  one  miU. 
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submit  that  the  median  may  be  appropriate.  But  Professor 
Mitchell  in  this  criticism  of  this  average  has  presumably  often 
in  view  some  of  the  more  directly  practical  purposes  which  have 
been  distinguished,  such  as  par  excellence  the  determination  of 
changes  in  the  cost  of  living.  For  these  purposes  we  at  once 
admit  that  the  median  is  not  so  apiMX)priate  as  the  combination 
of  the  kind  which  Professor  Mitchell  calls  an  "aggregate."  ^  We 
entirely  agree  with  him  that  "the  best  form  for  general  purpose 
series  is  a  weighted  aggregate  of  actual  prices.** 

F.  Y.  Edoewobth 

1  The  ierm  *' aggregate  '*  is  felicitoiiH  as  suggesting  approach  to  that  type 
which,  aa  above  explained  (p.  188),  is  forthest  removed  from  an  index -number, 
the  term  least  connected  with  the  Calculus  of  Probabilities ;  infelicitous  so  far  as 
it  masks  the  aflinity,  not  to  say  identity,  between  the  proposed  construction  and 
the  weighted  arithmetic  means  used  by  Qiffen,  Palgravc,  and  the  older  statisti- 
cians (as  to  whom  see  British  Association  Memoranda^  1887,  p.  264,  and  1889, 
p.  139  tt  stq.).  The  words  of  Sidgwick  there  quoted  :  '*  Summing  up  the  amounts 
of  money  paid  for  the  things  consumed  at  the  old  and  the  new  prices  respectively 
.  .  ."  (PoL  Beon,,  Bk.  I.,  ch.  II.,  Sect.  3),  are  appropriate  to  aggregates. 
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REVIEWS 

Rural  Reconstruction  in  Ireland:  A  Record  of  Co-operative 
Organisation.  By  Lionel  Shtth-Gobdon,  M.A.  (Oxan.), 
Librarian  Co-operative  Eeference  Library,  Assistant  Secre- 
tary Irish  Agricultural  Organisation  Society ;  and  Lawrence 
C.  Staples,  A.M.,  sometime  Parker  Travelling  Fellow,  Har- 
vard University;  with  Preface  by  George  W.  Bussell 
("A.E.")    (London :  P.  S.  King.    1917.    Pp.279.) 

Mr.  Sbhth-Gordon  and  his  coadjutor  address  a  great  variety 
of  readers.  The  gospel  of  co-operation  is  preached  not  only  to 
Irish  farmers ;  the  labourers  also  may  hope  for  benefit  from  co- 
operative stores.  The  landlords,  too — or,  rather,  those  who 
formerly  enjoyed  that  position — are  reminded  that  now  that  they 
have  descended  from  that  invidious  position  they  are  freer  to  take 
a  leading  part  in  the  life  of  the  country.  Sir  Horace  Plunkett*s 
remarkable  pamphlet.  Noblesse  Oblige,  is  appositely  cited  :  "  New 
duties — or,  I  would  rather  call  them,  opportunities — are  emeiigin;} 
from  the  present  social  revolution,  which  far  exceed  in  interest 
and  importance  those  appertaining  to  the  former  relation  of  land- 
lord and  tenant."  Co-operation  being  non-political,  it  is  particu- 
larly open  to  the  resident  gentry  to  take  a  lead  in  this  movement. 
Again,  Irish  politicians  are  warned  against  an  exaggerated  belief 
in  political  remedies — an  exaggeration  typified  by  the 
anecdote  <^  the  peasant  who  ceased  planting  potatoes  on 
hearing  that  a  Home  Bule  Bill  had  become  law.  Nor 
is  it  only  the  Irish  reader  to  whom  this  widely  interesting  work 
appeals.  Co-operators  everywhere  will  be  confirmed  in  their  faitu 
by  the  records  and  reflections  here  presented.  Economists  whose 
belief  in  the  peculiar  eflScacy  of  co-operation  may  have  been  shaken 
by  sceptical  arguments — such  as  those  examined  in  a  former 
number  of  the  Economic  Journal  (1898)  by  Professor  Gide — will 
here  obtain  additional  experience  to  set  against  abstract  analysis. 
The  lessons  of  experience  are,  indeed,  more  convincing  because 
they  are  interpreted  by  general  reasoning.     Our  authors  wooU 
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8ub«cribe  to  Professor  Pigou's  explanation  :  **  The  form  of  Pur- 
chasers' Association  may,  in  fact,  utilise  the  ajtruistic  motives 
alongside  of  the  egoistic  as  a  spur  to  industrial  efficiency.*' 
With  Professor  Gide  they  would  recognise  that  man  is  not  wholly 
egoistic.  Vet  they  by  no  means  underrate  the  force  of  egoistic 
motiv-es,  the  need  of  self-help.  They  justly  claim  for  the  move- 
ment directed  by  the  Irish  Agricultural  Organisation  Society  that 
it  encourages  voluntary  effort  and  self-reliance.  They  wisely 
observe  that  the  ultimate  criterion  of  Irish  land  legislation  is  to 
be  looked  for  in  its  effect  on  character.  Co-operation  forms  a 
needed  complement  to  legislation  which  might  have  resulted  in 
a  relaxation  of  effort. 

In  the  opening  sentence  of  the  fteface  contributed  by  "  A.  E." 
it  is  truly  said  :  ^"  This  volume  contains  the  most  complete  and 
accurate  history  of  a  movement  which  has  come  to  be  of  the 
highest  importance  to  Ireland."  The  early  history  of  the  move- 
ment had,  indeed,  been  traced  by  other  able  hands ;  notably  in  the 
Economic  Journal  by  Professor  Finlay  (1896)  and  by  Sir  Horace 
Plunkett  (1897).  But  in  view  of  subsequent  developments  our 
authors*  record  of  co-operative  organisation  is  more  complete.  The 
origin  and  root-idea  of  the  system  having  been  exhibited,  the 
various  growth  of  the  widely  ramifying  branches  is  next  traced. 
Of  these  the  most  flourishing — the  earliest  and  the  most  successful 
of  those  cultivated  by  Su-  Horace  Plunkett^consists  of  the 
creameries.  Irish  butter,  which  in  the  earlier  'eighties  could  be 
described  as  principally  used  for  adulterating  margarine,  now 
rivals  the  products  of  Denmark.  The  turnover  of  the  creameries 
in  1915  was  almost  £3|  million.  But  in  spite  of  their  immense 
success  the  creameries  have  not  entirely  escaped  the  danger  to 
which  the  **  inveterate  propensity  to  truck  "  exposes  all  forms 
of  combination.  "  The  creameries,"  we  read,  **  are  scarcely  more 
free  from  competition  in  sale  than  they  were  at  the  beginning  of 
the  movement,  for  the  unfortunate  reason  that  they  have  not  yet 
been  convinced  of  the  necessity  of  not  competing  with  each  other." 
The  unreformed  system  of  marketing  still  admits  ot  every 
creamery  competing  with  the  rest  in  **  cutting  "  prices.  A  peculiar 
disability  under  which  the  creameries  labour  is  due  to  the  falling 
off  of  the  milk  supply  in  winter  consequent  on  the  prevalence  of 
grass  farms.  The  remedy  is  the  introduction  of  tillage  suited  to 
small  dairy  farms;  a  remedy  which  will  perhaps  be  hastened 
by  the  war.  The  creameries  sometimes  combine  with  the  work 
of  dairying  a  function  which  belongs  specifically  to  the  agricultural 
societies— the  collective  purchase  of  agricultural  requisites  at  a 
No.  110. — ^voL.  xxvni.  p 
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reasonable  rate,  with  a  guarantee  of  quality.  The  agricultural 
societies  also  suffer  from  the  discontinuity  of  their  activity.  "  The 
members  of  the  society  take  little  interest  in  its  existence  except 
at  the  particular  season  of  the  year  when  the  requirements  are 
bought/*  The  remedy,  which  consists  in  increasing  the  range 
of  articles  which  the  society  buys  for  its  members,  is  hampered  by 
the  condition  attached  to  the  grant  from  the  Development  Com- 
missioners, that  societies  for  other  than  agricultural  purposes 
should  not  be  promoted  or  admitted  to  recognition.  The  difficulty 
thus  caused  has  been  partly  turned  by  the  Irish  Agricultural 
Wholesale  Society.  Breaking  through  hostile  rings  of  manufac- 
turers, this  society  can  boast  that  it  has  secured  for  the  farmer 
a  reduction  of  60  per  cent,  in  the  price  of  guaranteed  manures. 

We  cannot  hope  within  our  limited  space  to  render  intelUgible 
to  our  readers  the  workings  of  the  various  societies,  which  the 
authors  describe  minutely  yet  clearly.  Passing  over  the  societies 
described  as  *'  miscellaneous,**  and  the  home  industries,  we  shall 
advert  only  to  the  credit  societies.  These,  in  pcant  of  magnitude 
and  potential  importance,  deserve  a  foremost  place ;  but  in  respect 
of  actual  success  they  rank  low.  Some  improvement,  indeed,  under 
the  auspices  of  the  I.A.O.S.  was  made  upon  the  old  Loan  Fund 
system  which  was  inaugurated  by  Dean  Swift,  and  on  the  mcM^e 
modern  "  trust  auction.'*  The  latter  method  of  borrowing  con- 
sists  in  discounting  a  bill  based  on  a  fictitious  sale.  For  example, 
"  a  farmer  raised  £10  on  a  cow  by  thus  selling  her  to  his  son  at  an 
auction.  Next  day  the  same  cow  was  sold  by  the  son  and  bought 
by  the  father,  so  that  £20  was  raised  on  the  one  animal  in  two 
days.*'  But  the  fair  prospects  of  the  credit  societies  have  not 
matured ;  partly,  according  to  our  authors,  owing  to  the  adverse 
action  pursued  by  the  Department  of  Agriculture  and  Technical 
Instruction  ever  since  1907,  when  Sir  Horace  Plimkett  wa»  suc- 
ceeded by  another  President.  The  Department  is  represented 
by  our  authors  as  continually  thwarting  the  beneficent  endeavours 
of  the  I.A.O.S.  The  traders  influence  the  politicians;  the  poli- 
ticians influence  the  Department ;  and  the  Department  uses  its 
influence  to  prejudice  the  cause  of  Co-operation.  To  that  influence 
the  authors  ascribe  in  part  the  unsatisfactory  financial  condition 
(A  the  I.A.O.S.,  which  is  far  from  being,  as  it  ought  to  be,  seliF- 
supporting. 

Notwithstanding  some  gloomy  signs,  the  authors  take  a  cheer- 
ful view  of  the  future.  At  least,  their  predictions  are  of  a  kind 
sometimes  employed  by  the  Hebrew  seers  when  they  prophesied 
blessings  conditional  on  good  conduct.    If  the  creameries  arrange 
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their  marketing  properly,  if  the  agricultural  societies  secure  con- 
tinuous activity,  if  the  fanners  support  the  I.A.O.S.  financially 
and  take  an  interest  in  the  local  societies,  if  co-operative  stores 
for  the  benefit  of  the  labourers  are  created,  then  indeed  will  be 
realised  all  the  blessings  which  are  expressed  in  the  co-operative 
motto :  "  Better  farming,  better  business,  better  life.**  One 
great  improvement  in  Irish  life  will  be  the  mitigation  of  sectarian 
and  political  animosity,  a  result  already  becoming  visible.  *'  On 
the  Committee  of  the  I.A.O.S.  and  of  the  individual  societies 
Catholics  and  Protestants  sit  in  friendly  diacussion.  Sinn  Feiners 
and  Constitutionalists,  Unionists  and  Home  Rulers  forget  for  the 
moment  their  embittered  differences."  At  least,  *'  the  dividing 
facts  of  life  are  being  relegated  to  their  true  position  by  the  realisa- 
tion of  community  of  interest  in  the  economic  sphere." 

For  a  fuller  description  of  the  better  life,  the  reconstructed 
Irish  civilisation,  which  is  to  spring  from  the  principle  of  co-opera- 
tion, we  turn  to  the  glowing  pages  of  **  A.  E.**  His  sublime  concep- 
tion of  national  well-being  is  free  from  the  taint  of  aggressive 
miUtarism.  Independently  originating  an  idea  which  had  also 
occurred  to  William  James,  our  author  proposes  to  substitute  for 
universal  military  service  a  sort  of  industrial  conscription.  "  Sup- 
pose Ireland  had  through  industrial  conscription  about  fifty  thou- 
sand young  men  every  year  at  its  disposal  under  a  National  Works 
Department."  The  benefits  of  discipline  and  obedience  attributed 
to  military  service  would  be  secured  by  labour  conscription.  The 
cost  of  beneficial  public  works  would  be  reduced  greatly.  ''National 
schools,  picture  galleries,  public  halls,  Ubraries,  and  a  thousand 
enterprises  which  now  hang  fire  because  at  present  labour  for 
public  service  is  the  most  expensive  labour,  all  could  be  under- 
taken." 

The  new  Irish  civilisation  is  to  be  based  on  rural  rather  than 
urban  industry.  "  The  creation  of  a  rural  civilisation  is  the 
greatest  need  of  our  time."  The  picture  of  the  future  rural  com- 
munity is  quite  idyllic.  '*  There  will  be,  of  course,  a  village  hall 
with  a  library  and  gynmasium  where  the  boys  and  girls  will  be 
made  straight,  athletic,  and  graceful.  In  the  evenings,  when  the 
work  of  the  day  is  done,  if  we  went  into  the  village  hall  we  would 
find  a  dance  going  on,  or  perhaps  a  concert."  Meanwhile,  the 
Council  of  the  Community  might  be  discussing  how  best  to  lay 
out  their  abundant  profits.  *  *  One  might  like  to  endow  the  village 
school  with  a  chemical  laboratory,  another  might  want  to  dec(M*ate 
the  village  hall  with  reproductions  of  famous  pictures,  another 
might  suggest  removing  all  the  hedges  and  planting  the  roadsides 
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and  lanes  with   gooseberry  bushes,  currant  bushes,   and  fruit 
trees." 

A  new  "Sweet  Auburn*'  seems  to  be  realised.  We  are, 
indeed,  in  the  presence  of  a  poet,  one  of  those  by  whom 
"  the  world  is  wrought  Into  sympathy  "  with  new  motives  and 
ideals.  The  mere  economist  must  recognise  a  creative  force  which 
transcends  logical  analysis.  He  will  recall  the  feeling  of  Mill 
towards  Carlyle.  "  I  felt,"  says  Mill,  "  that  he  was  a  poet  and 
that  I  was  not ;  that  he  was  a  man  of  intuition,  which  I  was  not." 
But  Mill,  while  deeply  influenced  by  Carlyle,  did  not  surrender 
his  own  sturdy  belief  in  the  virtue  of  competition.  We  may 
follow  the  inspired  author  of  The  National  Being  with  simi- 
lar reservations.  We  need  not  accept  the  verbal  inspiration 
of  passages  which  seem  to  deprecate  economic  competition.  '*  Our 
feebleness  arises  from  economic  individuaUsm."  "What  really 
prevents  an  organic  unity  in  Ireland  is  the  economic  individualism 
of  our  lives."  **  People  compete  against  each  other  and  under- 
sell each  other  .  .  .  stultify  each  other's  efforts  and  reduce  each 
other  to  wretchedness."  We  are  not  prepared  to  affirm  with  our 
author  that  "  there  never  can  be  any  progress  in  rural  districts 
or  any  real  prosperity  without  such  farmers'  organisations  or 
guilds."  Similar  sweeping  predictions  have  been  made  by  high 
authorities  as  to  co-operative  industry.  But  these  prophecies  have 
failed,  largely  because  they  could  be  fulfilled  in  the  spirit  without 
being  fulfilled  in  the  letter.  As  Mr.  L.  L.  Price  has  pointed 
out  in  his  writings  about  Co-operation,  its  best  parts  can 
'be  grafted  on  to  the  wage  system  without  tearing  up  that 
system  by  the  roots.  The  spirit  and  essence  of  the  co-operative 
ideals  so  beautifully  imaged  by  the  poet-economist  will  in  the 
coming  civiUsation,  we  trust,  be  reaUsed.  But  as  to  the  form  of 
the  future  economy,  the  words  of  another  poet,  reflecting  on  his 
own  youthful  prophecies,  seem  appropriate  :  the  earth  will  be 

"  Something  other  than  the  wildest  modern  guess  of  you  and 
me. 

P.  Y.   Edgbworth 

The  Town  Labourer,  1760-1832.  By  J.  L.  Hammond  and 
Barbara  Hammond.  (London  :  Longmans,  Green  &  Co. 
1917.    Pp.  xi.,  346.) 

This  is  the  first  volume  of  the  sequel  to  Mr.  and  Mrs.  Ham- 
mond's Village  Labourer,  which  appeared  in  1911.  As  its  sub- 
title,  **The  New  Civilisation,"  indicates,  it  is  general  in  char- 


Digitized  by 


Google 


1918]  jlammokd:  thb  town  laboubeb  203 

acter  and  not  exclusively  economic.  Much  of  the  best  work  in  it 
is  not  economic  at  all.  The  treatment,  for  the  most  part,  is  that 
of  the  essayist,  as  the  titles  of  the  earlier  chapters  suggest — "  The 
New  Power,"  **  The  New  Discipline  of  the  Factory,"  "The 
New  Town,"  "Justice,"  "Order,"  "The  Economic  Conditions." 
Fresh  historical  material,  those  contributions  from  the  Home 
OflSce  papers  which  were  so  valuable  a  feature  of  The  Village 
Labourer,  first  comes  in  chs.  4  and  6,  "  Justice  "  and  "  Order." 
There  is  no  mistaking  the  authors*  sympathies,  but  the  balances 
are  on  the  whole  fairly  held. 

The  chapter  on  "The  Economic  Conditions"  is  very  slight 
indeed — there  are  only  sixteen  pages — though  accurate  enough 
so  far  as  it  goes.  One  might  perhaps  question  the  statement 
that  when  £100  of  paper  were  only  worth  £86  lOs.  in  gold  there 
was,  "  of  course,  an  immense  inflation  of  prices  "  (p.  106  :  italics 
the  reviewer's).  Economists  must  not  expect  to  find  close  study 
of  the  course  of  prices,  of  wages,  or  of  population.  The  standard 
of  treatment  for  such  topics  is  illustrated  by  the  statement :  "  It 
is  well  known  that  population  increases  with  a  decline  in  the 
standard  of  life  "  (p.  14).  The  point  is  not  argued  and  is  cer- 
tainly arguable.  Nor  is  there  any  critical  discussion  of  the  old 
system  of  legislative  restriction  of  industry,  whose  decay  prepared 
the  way  for  the  New  Civilisation.  Mr.  and  Mrs.  Hammond  call 
it  a  "  web  of  prudence  "  (p.  197) ;  but  do  not  tell  us  how  far  the 
web  was  intact  and  whether  its  results  were  good,  say,  in  1760- 
90.  (There  is,  by  the  way,  very  little  in  the  book  at  all  about 
those  thirty  years.  They  might  almost  have  been  omitted  from 
the  title  page.)  Perhaps,  however,  the  discussion  of  the  "  web 
of  prudence  "  is  reserved  for  Vol.  2,  which  "  will  give  in  detail 
the  history  of  the  workpeople  in  various  industries  "  (p.  viii.). 

After  the  chapter  on  economic  conditions  comes  one  which 
contains  the  best  account  yet  published  of  the  actual  passing  of 
the  Combination  Laws.  It  is  called.  The  War  on  Trade  Unions. 
Then  two  chapters  on  the  employment  of  children.  The  sections 
on  mills  and  mines  are  familiar,  down  to  that  classical  manu- 
facturer who  took  one  idiot  with  every  twenty  sound  parish 
apprentices.  He  is  introduced  with  an  **  in  one  case  at  least  *' 
(p.  145),  which  suggests  other  cases;  but  these,  if  they  existed, 
are  not  inquired  into.  Less  familiar  are  the  unpleasant  truths 
in  the  section  on  chimney  sweeps,  though  some  of  them  could 
be  found  in  Eingsley*s  Water  Babies.  There  is  no  discussion  as 
to  how  far  the  condition  of  the  mines  was  an  actual  product  of 
"The  New  Civilisation"  and  how  far  an  inheritance  from  the 
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old.  Such  a  discussion  would  have  been  useful.  There  is  also 
room  for  discussion  as  to  whether  mill-hands,  colliers  and  climb- 
ing boys  are  really  the  representative  town  labburers  of  the  age. 

The  two  following  essays  are  **  The  Mind  of  the  Rich  "  and 
"The  Conscience  of  the  Rich."  **  The  Rich"  do  not  get  off 
easily,  but  the  indictment  seems  substantially  correct.  It  is  that 
the  average  well-to-do  person  was  a  fatalist  about  the  miseries  of 
the  poor;  that  he  regarded  employers  en  bloc  as  benefactors  ("a 
person  who,  like  Mr.  Jackson,  has  employed  from  100  to  130 
hands,  common  gratitude  would  teach  us  to  look  upon  as  a  bene- 
factor to  the  community  '*  as  someone  wrote  to  the  Home  OfiQce  : 
p.  209,  n.) ;  and  that,  generally  speaking,  he  taught  a  religion  of 
mere  resignation  as  a  buttress  to  the  existing  order.  In  this 
connection  Mr.  and  Mrs.  Hammond  have  many  hard  things  to  say 
of  Wilberforce,  but  the  summing  up  on  him  (pp.  244-6)  is  just. 

An  excellent  chapter  called  The  Defences  of  the  Poor  draws 
considerably  on  Home  OflSce  papers  to  illuminate  the  early  history 
of  trade  unions.  Perhaps  the  most  important  new  documents 
relate  to  inter-union  action,  from  places  so  far  apart  as  Portsmouth 
and  York  in  1802  (p.  264) ;  but  there  are  other  scraps  of  intercepted 
correspondence,  and  fragments  of  leaflets  and  posters  of  consider- 
able value.  Next,  Methodism,  the  typical  poor  man's  religion, 
comes  up  for  judgment.  Mr.  and  Mrs.  Hammond  regret  that  so 
many  pennies  which  might  have  been  spent  on  the  class  war  went 
to  the  class  meeting  (p.  285),  but  conclude  their  very  superior  dis- 
cussion of  ''this  religion  "  with  the  magnanimous  admission  that 
it  **  must,  in  spite  of  itself,  have  made  many  men  better  citizens, 
and  some  even  better  rebels  "  (p.  287).  In  a  theological  or  ethical 
journal  it  would  be  interesting  to  debate  the  "in  spite  of  itself" 
as  applied  to  citizens.  It  is,  of  course,  true  that  Methodism  did 
not  set  out  to  make  rebels. 

There  are  more  chapters,  but  there  has  already  been  ioo  much 
analysis.  The  main  characteristics  of  the  volume  must  be  set 
out  in  conclusion.  It  is  published  now  with  a  purpose — to  make 
men  believe  that  they  can  and  must  control  economic  forces  in  the 
new  age,  instead  of  explaining  them  "with  complacent  pessimism  " 
(p.  vii.).  The  authors  seem  to  assume  that  such  control  was  a 
century  ago  (or,  for  that  matter,  is  to-day)  a  relatively  easy  thing, 
given  good  will.  "The  mistakes  and  troubles  of  an  age  are  due  to 
a  false  spirit,  an  unhappy  fashion  in  thought  or  emotion,  a  ten- 
dency in  the  human  mind  to  be  overwhelmed  by  the  phenomena  of 
the  time. . . .  Men  come  to  think  that  it  is  their^business  to  explain, 
rather  than  to  control,  the  forces  of  the  hour."    Maybe.    But  we 
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are  not  given  an  analysis  of  the  bigger  and  blinder  forces  at  work 
a  century  ago  profound  enough  or  critical  enough  to  warrant  a 
decision.  There  is  plenty  of  good  will,  except,  perhaps,  for 
Methodists.  As  a  rule  even  classes  whom  the  authors  mean  to 
condemn  are  heard  before  execution.  The  facts  as  set  out  are,  in 
the  main,  beyond  dispute.  Some  criticisms  of  selection  and  stress 
that  one  is  tempted  to  make  must  be  deferred  for  lack  of  the 
second  volume.  But  at  the  end  of  this  volume  one  is  not  much 
nearer  than  before  to  any  jwecise  answer  for  that  puzzling  ques- 
tion : — just  how  far  was  it  really  within  the  power  of  the  men  of 
the  Industrial  Revolution  to  control  the  forces  of  the  hour?  Given, 
that  is,  their  knowledge,  not  ours,  their,  not  our,  possibilities  of 
administrative  efficiency,  their  preoccupation  with  a  twenty-two 
years'  war,  their  inherited  pieties  and  prejudices  in  place  of  the 
''swallowing  of  formulas  "  on  which  some  of  us  jnide  ourselves. 

J.  H.  Clapham 


Industry  and  Finance:  War  Expedients  and  Reconstruction. 
Edited  by  A.  W.  Kibkaldy.  (London  :  Sir  Isaac  Pitman 
and  Sons,  1918.    Pp.  viii+371.    Price  is.  6d.). 

In  many  directions  the  war  has  rudely  changed  familiar 
routine ;  and  among  such  disturbance  of  long  tradition  a  breech 
in  the  series  of  annual  gatherings  of  the  members  of  the  British 
Association  must  now  be  included.  The  volume  before  us  affords 
welcome  proof  that  the  abandonment  of  the  meeting  last  year 
has  brought  no  intermission  of  the  activity  of  the  Economic 
Science  and  Statistics  Section.  Professor  Eirkaldy  can  be  cordi- 
ally congratulated  on  the  results  collected  here  under  his  editor- 
ship, and  published  by  the  authority  of  the  council  of  the 
Association,  of  the  inquiries  arranged  by  Section  F  during  1916 
and  1917.  The  present  book,  it  should  be  remembered,  is  the 
third  of  what  may  now  be  called  a  trilogy,  and  preserves  the 
quality  of  its  predecessors.  In  the  main  it  is  a  continuation  and 
development  of  investigations  begun  in  former  years  into  the  two 
important  subjects  of  the  replacement  in  industry  of  men  by 
women  and  of  the  effects  of  the  war  on  credit,  currency,  and 
finance.  On  the  first  matter  opportunity  is  given  for  gauging  the 
extent  and  appreciating  the  nature  of  what  has  in  fact  occurred 
and  for  adjusting  or  modifying  loose  impressions  that  have  been 
formed.  On  the  other  topic  we  know  of  no  publication,  whether 
official  or  private,  where  necessary  information  on  what  must 
remain  a  significant  or  unique  chapter  in  the  economic  history  of 
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this  country  has  been  more  fully,  fairly,  and  lucidly  pre- 
sented. A  valuable  repertory  of  precise  detail  is  permanently 
stored;  and  in  our  judgment  the  service  conferred  thereby  on 
future  students  has  been  enhanced  by  a  more  sparing  use  of 
critical  commentary  than  that  employed  last  year. 

The  bulk  of  the  volume  is  thus  filled ;  but  an  introductory 
chapter  from  Sir  Hugh  Bell,  styled  a  "survey  **  and  a  "warning," 
an  account  of  "women  workers  in  agriculture  "  by  Miss  Thomas, 
a  review  of  "suggested  lines  of  development  for  workshop  com- 
mittees "  by  Mr.  Eenouf,  and  appendices,  in  which  Mr.  Gibson 
deals  with  monetary  inflation  and  with  the  directions  that  future 
forms  of  borrowing  might  take,  and  Mr.  Allen  discourses  on 
taxes  versus  loans  and  on  railway  fares,  complete  this  weighty 
timely  contribution  of  the  economists  and  statisticians  of  the 
British  Association  to  the  scrutiny  of  the  tremendous  problems 
raised  by  the  world-wide  war,  and  by  the  "reconstruction  "  linked 
in  many  quarters,  both  interested  and  detached,  with  the  victor- 
ious peace  for  the  quick  arrival  of  which  all  of  us  are  longing. 
The  editor,  in  a  final  note  on  transportation,  offers  appropriate 
remarks  on  the  new  sub-section  added  by  the  Council  to  Section 
F ;  and  he  writes  thereon  with  the  knowledge  and  authority  of  a 
recognised  expert. 

It  would  be  impossible,  within  the  limits  of  this  review,  to 
engage,  tempting  as  the  essay  might  be,  in  exhaustive  discussion 
of  the  rich  material  we  have  indicated.  The  "President's 
Address,**  as  it  may  be  called,  is  the  characteristic  utterance  of 
a  shrewd  business  man.  He  accounts  for  the  comjiarative  ease 
with  which  the  enormous  cost  of  the  war  has  hitherto  been  met  in 
this  country  by  pertinent  considerations.  In  any  case  under  ordi- 
nary conditions  the  annual  income  of  the  nation  is  in  a  large 
measure  annually  consumed.  Eepairs  and  renewals,  usually 
undertaken,  being  in  many  instances  not  immediately  imperative, 
have  been  postponed;  and  increased  energy,  "at  any  rate  among 
women,"  has  developed.  As  we  should  expect  from  a  "convinced  *' 
free  trader,  he  deprecates  the  practice  of  a  different  fiscal  policy 
when  the  war  is  over,  but,  consistently  with  this  attitude,  he  is 
generally  distrustful  of  State  intervention.  He  hopes  that  the 
burden  of  the  debt  can  be  borne,  and  that  the  payment  of  good 
wages  will  be  maintained,  by  additional  productivity,  without  the 
removal  of  the  margin  of  profit,  already  narrowly  reduced,  or  the 
trial  of  the  specious  substitute  of  a  levy  on  capital  for  taxation, 
the  weight  of  which,  however  assessed,  must  in  reality  fall  upon 
income.    Sir  Hugh  Bell,  in  fine,  and  his  discourse  is  not  the  less 
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apt  and  forcible  for  that  reason,  says  very  much  what  we  might 
have  anticipated.  Nor  are  we  surprised  to  find  Mr.  Allen  pressing 
here,  as  elsewhere,  for  drastic  taxation  in  place  of  enlarged  borrow- 
ing.  There  is,  we  think,  force  in  his  criticism  that  the  practice 
hitherto  followed  in  the  respective  use  of  these  alternative  methods 
of  finance  has  not  been  based  on  any  logical  distinction  of  the 
separate  purposes  to  which  the  money  raised  thereby  is  applied. 
Mr.  Gibson  in  a  similar  spirit  and  with  like  reason  complains  of 
the  **lack  of  a  comprehensive  scheme  of  continuous  borrowing  '* 
*' framed  to  minimise  the  labour  of  collection  and  of  conversion 
in  the  future  and  based  on  principles  of  equity."  "Our  war 
finance,*'  he  declares,  *'has  hitherto  been  more  fitted  to  the  period 
of  the  Napoleonic  wars  than  to  modem  conditions  of  banking  and 
credit." 

He  argues  instructively  that  the  "rate  of  interest  is  having  less 
and  less  effect  in  attracting  mtomal  loans,'*  and  that  their  "  char- 
acter,*'  the  "methods  of  collection  "  and  the  '*  degree  of  advertise- 
ment '•  have  become  the  "dominant  factors."  He  contemplates, 
indeed,  the  possibility  of  "some  form  of  equitable  compulsory 
subscription,"  but  he  advances  a  scheme  for  financing  the  war 
for  the  remainder  of  its  duration  through  voluntary  lending  month 
by  month  of  a  definite  proportion  of  the  balances  of  the  deposits 
in  the  banks,  using  as  a  ready  medium  the  passbooks  of  their 
customers.  He  estimates  that  some  35  per  cent,  of  the  increase  in 
prices  up  to  the  end  of  the  third  year  of  the  war  has  been  due  to 
"monetary  inflation*';  but  he  is  careful  to  point  out  that,  as 
bank  credit  is  "absolutely  essential  "  to  modem  production,  an 
expansion  of  such  credit  is  not  per  se  an  "economic  evil."  Mischief 
is  caused  when  it  is  not  followed  in  the  near  future  by  increased 
production.  He  is  also,  we  think,  instructive  in  noting  on  the  one 
hand  the  large  transfer  which  has  taken  place  in  most  banks 
from  deposit  to  current  accounts  as  Grovemment  disbursements 
find  their  way  to  business  firms,  and  in  emphasising  on  the  other 
the  increased  velocity  of  circulation  due  to  the  passage  of  purchan- 
ing-power  from  persons  who  did  not  intend  to  exercise  it  at  the 
moment  to  the  Government  which  must  spend  immediately  the 
funds  at  its  disposal.  In  such  curious  ways,  not  always  suspected, 
it  is  that  inflation  is  the  sequel  of  bank  credit. 

The  chapter  written  by  Mr.  Benouf  on  workshop-committees 
is  a  contribution,  as  we  believe,  of  indisputable  worth  to  the  dis- 
cussion and  solution  of  a  practical  problem  of  cmcial  importance. 
It  proceeds  evidently  from  close  knowledge,  sane  judgment,  and 
rare  discrimination.     A  candid  avowal  of  difliculties  which  may 
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arise  and  an  impartial  endeavour  to  appreciate  the  attitude  of  the 
parties  concerned  characterise  the  general  aim  and  the  particular 
arrangements  of  the  scheme  which  he  presents.  He  would  thus 
hope  to  give  the  satisfaction »  which  is  feasible,  to  the  urgent  and 
legitimate  demand  of  the  workmen  for  increased  control  of  the 
establishments  in  which  thev  work.  As  we  might  expect,  the 
situation  can,  in  the  opinion  of  so  capable  and  enlightened  an 
observer,  be  best  met  by  the  use  of  more  than  one  variety  of 
committee,  constituted  on  different  lines,  entrusted  with  different 
duties  and  invested  with  different  kinds  and  degrees  of  power. 
For  modem  industry  is,  he  says,  "complicated  and  the  attempt  to 
introduce  democratic  ideas  into  its  governance  will  necessarily 
make  it  more  so."  Nor  need  his  plan  of  three  committees — a 
shop-stewards'  committee,  a  welfare  committee,  and  a  social  union 
committee — be  "accepted  in  its  entirety." 

The  authoritative  account  supplied  by  Miss  Thomas  of  women 
workers  in  agriculture  is  connected  with  the  report  on  the  replace- 
ment of  men  by  women,  as  the  appendices  noticed  before,  which 
are  furnished  by  Mr.  Gibson  and  Mr.  Allen,  are  related  to  that  on 
the  effects  of  the  war  on  credit,  currency,  and  finance.  She 
exhibits  inter  alia  the  determining  influence  exerted  by  the  stimu- 
lating example  of  educated  women.  In  the  report  itself,  we  are 
told  that  the  process  of  "dilution  "  has  advanced  markedly  since 
last  year ;  but  it  is  also  less  true  now  than  it  was  then  that  few, 
or  no,  women  have  been  found  replacing  men  in  posts  demanding 
under  new  arrangements  the  same  degree  of  skill  as  that  required 
from,  and  shown  by,  their  former  occupants.  The  range  of  indus- 
try on  which  women  are  engaged  is  much  wider,  and  they  have 
proved  capable,  after  training,  of  work  which  is  not  merely  "repeti. 
tive  "  or  "routine"  in  character.  But  in  some  instances  they 
have  taken  the  place  of  other  members  of  their  own  sex,  drawn 
away  from  habitual  occupations,  such  as  the  textile  trades,  to 
"  munition  works  "  and  *'  municipal  employments."  The  Com- 
mittee reach  the  general  conclusion  that  "replacement  by  women 
of  skilled  men  has  not  been  large,"  and  that  in  the  engineering 
trades  the  "position  of  skilled  artisans  returning"  from  their 
military  service  is  "not  likely  to  be  seriously  prejudiced  by  the 
competition  of  women  workers,"  "unless  repetition  production 
is  applied  to  non-war-work  on  an  unexampled  scale  and  with 
unexampled  rapidity."  The  significance  of  this  opinion  needs  no 
emphasis;  and  it  may  serve  to  demonstrate  the  illuminating 
character  of  the  inquiry. 

The  Beport  of  the  other  committee  is,  as  we  have  hinted,  fuU 
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of  pertinent  facts  and  relevant  figures.  Tbey  are  brought  to- 
gether in  a  useful  shape  suitable  for  quick  but  sure  consideration. 
Wo  will  indicate  some  conclusions  which  may  be  treated  as 
typical.  "One  factor  which  has  tended  during  the  war  to  widen 
the  margin  between  imports  and  exports/'  the  Committee  note, 
"is  the  great  increase  in  freight  rates  and  increased  insurance 
charges."  For  the  values  of  imports  are  stated  "c.i.f."  and  in- 
clude cost,  insurance  and  freight,  while  exports  are  reckoned 
•*f.o.b.'*  and  comprise  besides  cost  only  the  charges  of  delivery  on 
board  ship.  A  corroboration  of  this  instructive  commentary  was 
supplied  by  Sir  Felix  Schuster's  last  address  to  the  shareholders 
of  the  Union  of  London  and  Smith's  Bank.  He  remarked  that 
the  "position  of  our  trade  with  neutral  countries  is  more  satis- 
factory than  could  have  been  supposed  "  as  "our  imports  from 
those  countries  are  balanced  by  our  exports  if  in  the  latter  be 
included  the  invisible  exports  such  as  shipping  charges." 

"Economic  theory  in  relation  to  banking,"  the  Committee 
again  pronounce,  "has  been  triumphant  during  the  war."  "  The 
maxim  that  every  debit  has  its  contpi  credit  somewhere  in  the 
books  of  the  banks  of  the  United  Kingdom  has  been  amply  proved 
during  the  successive  issues  of  war  loans  and  the  financing  of  the 
war."  It  has,  for  good  or  for  ill,  facilitated  the  behaviour  of 
^Chancellors  of  the  Exchequer  in  grappling  with  the  inmiense  task 
before  them.  "In  the  main,"  the  Committee  observe,  "credit 
manufactured  by  the  Bank  of  England  usually  gravitates  by  trans- 
fer  to  the  balances  of  the  joint-stock  banks  at  the  Bank  of 
England."  And  thus  a  "rotatory  "  movement  can,  it  might  even 
seem  perpetually,  be  continued. 

More  suggestive  than  these  reflections  by  themselves  is  the 
detailed  account  of  one  special  variety  of  the  "modus  operandi " 
of  this  general  process.  That  is  furnished  by  the  Committee  in 
their  description  of  the  indirect  effects  of  the  issue  of  Currency 
notes  on  joint-stock  bank  reserves.  They  rightly  speak  of  this 
affair  as  "exceedingly  interesting."  As  the  banks  take  the  Trea- 
sury notes  their  balances  at  the  Bank  of  England  are  debited 
with  the  amount,  but,  so  long  as  they  retain  them  in  their  own 
strong  rooms,  their  aggregate  cash  reserves  are  not  reduced.  As 
they  then  pay  out  to  their  customers  these  reserves  will  decrease, 
until  the  Government,  drawing  on  the  credit  created  by  the  taking 
of  the  notes,  substitutes  its  own  securities  in  the  Currency  Note 
Redemption  Account.  For  the  Government  drafts,  passing  first 
mainly  to  the  credit  of  the  customers  of  the  joint-stock  banks,  will 
later,  in  the  course  of  clearance,  be  credited  to  the  balances  of 
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those  banks  at  the  Bank  of  England.  The  aggregate  cash-reserves 
of  the  joint-stock  banks,  which  do  not  distinguish  in  the  reckon- 
ing of  such  between  legal  tender  and  credit  balances  at  the  Bank  . 
of  England,  will  thus  in  the  end  be  increased  by  the  issue  of  the 
Currency  notes.  The  Committee  are  also  of  the  opinion  that  these 
balances  have  been  augmented  by  temporary  loans  made  by  the 
joint-stock  banks  to  the  Government  through  the  medium  of  the 
Bank  of  England.  For,  they  point  out,  the  Bevenue  Returns 
show  that  the  amount  temporarily  borrowed  on  the  credit  of  ways 
and  means  advances  during  1916  was  larger  than  the  increase  in 
the  item  of  Government  Securities  in  the  weekly  returns  of  the 
Bank  of  England,  and  the  Bank  (understood  to  be  acting  for  the 
Treasury)  has,  it  is  known,  taken  during  the  last  two  years  spare 
balances  from  the  joint-stock  banks  at  fixed  rates  of  interest  for 
short  and  varying  periods.  It  has  thus  not  only  itself  lent 
directly  to  the  Government  but  probably  it  has  also  been  an  agent 
and  an  intermediary  for  advances  from  the  joint-stock  banks.  The 
growth  in  the  aggregate  cash  reserves  of  those  banks,  amounting 
during  1916  to  £113,000,000,  like  the  addition  of  £207,134,000  to 
their  deposit  liabilities  during  the  same  year,  is  connected  in  this 
way  with  expansion  of  credit.  The  precise  part  played  in  that 
movement  by  the  Currency  notes  is  at  any  rate  made  more  plain 
through  the  explanation  advanced  by  the  Committee ;  and  they 
have  rendered  a  service  in  the  fresh  light  thrown  on  a  dim  comer 
of  our  war  finance. 

Further  elucidation  may  be  properly  desired  in  that  particular 
direction,  and  the  removal  of  uncertainty  might,  it  is  possible, 
mitigate  some  apprehension  which  is  felt.  We  have  been  recently 
assured  by  a  Committee  of  the  House  of  Commons  that,  interro- 
gated by  them,  the  Treasury  authorities  have  declared  that  the 
issue  of  Currency  notes  has  been  hitherto  made,  not,  as  in  many 
former  instances  in  other  countries,  by  the  Government  itself  in 
direct  remuneration  of  its  servants,  or  in  immediate  payment  of 
those  who  supply  it  with  munitions  and  other  goods,  but  through 
the  banks,  in  response  to  the  requests  of  these  institutions  for 
a  supply  of  legal  tender  currency  to  meet  the  changing  require- 
ments of  their  customers,  and  in  return  for  consideration  given 
for  the  advance.  The  original  Act,  indeed,  does  not' confine  the 
circulation  to  this  particular  channel ;  and  it  might,  we  conceive, 
strengthen  the  credit  of  the  country  abroad,  and  even  at  home,  if 
the  Chancellor  of  the  Exchequer  would  pledge  himself  and  the 
Cabinet  publicly  to  the  definitive  continuance  of  the  mode  of 
issue  hitherto  adopted.    It  would  even  seem  to  be  so  far  innocuous 
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as  it  resembled  the  satisfaction  of  the  demands  of  the  banks  for 
silver  and  for  bronze  though  they  are  only  tokens  and  not  legal 
tender.  But  it  must  nevertheless  not  be  forgotten  that  the  disuse 
of  the  policy  of  including  the  gold  backing  in  correspondence  with 
the  enlargement  of  the  issues—a  laudable  enterprise  started  at 
the  outset  but  soon  abandoned — is  no  auspicious  a  feature  of  the 
issue,  and  raises,  indeed,  a  further  question  that  calls  for  prompt 
consideration.  And,  if  the  Committee  of  the  British  Association 
be  correct,  the  Government  itself  draws  on  the  credit  created  in 
its  favour  by  its  response  to  the  requests  of  the  banks  for  the 
supplies  of  a  currency  which,  as  Professor  Nicholson  contends,  is 
de  facto  inconvertible,  though  nominally  it  may  not  bear  that 
character.  Nor  is  there  any  other  remedy  for  '*  inflation  *'  occa- 
sioned by  excessive  issues  than  contraction,  or  insistance  on  the 
transfer  of  the  issues  of  a  gold  equivalent  in  exchange  for  the 
supply  demanded.  The  inference  is  abundantly  justified  that  the 
I»resent  position  of  these  Treasury  notes  is  irregular  if  it  is  not 
discomforting. 

The  small  proportion  of  the  deposits  in  the  savings  banks 
withdrawn  during  the  war,  cited  by  the  Committee  as  proof  of 
the  greater  stress  placed  by  the  public  interested  in  those  banks 
in  safety,  and  on  facilities  for  deposit  and  removal,  than  on  the 
rate  of  interest  paid,  the  decisive  influence  of  the  entry  of  Presi- 
dent Wilson  into  the  conflict  in  removing  the  need  for  further 
deposit  of  securities  as  collateral  guarantee  for  loans  from  his 
people,  the  popularity  of  Treasury  bills,  attributable  to  their  short 
term  of  currency,  the  possibility  that  subscribers  to  the  last  loan 
raised  would  have  preferred  a  smaller  yield  to  the  sacrifice  involved 
through  the  depreciation  of  their  other  stock  sold  to  enable  their 
subscription,  the  estimate  of  £250,000,000  as  advanced  by  the 
banks  to  their  customers  to  assist  their  application  for  allotment, 
the  recognition  of  the  banking  world  that  the  net  effect  of  the 
issue  of  war  loans  is  a  series  of  internal  transfers  of  credit  among 
their  depositors  and  the  banks  themselves,  the  opportime  help 
rendered  by  the  Japanese  in  facilitating  British  purchases  on  the 
other  side  of  the  Atlantic  by  the  transfer  of  their  command  of 
American  dollars,  the  attitude  of  the  Scandinavian  countries  in 
permitting  exchange  rates  to  fall  in  preference  to  taking  gold  from 
the  Allies,  and  the  effect  of  the  closer  blockade  instituted  by  the 
United  States  on  neutral  exchange  rates  on  London — all  these 
are  other  points  to  which  the  Committee  opportunely  draw  atten- 
tion. They  may  fittingly  be  placed  on  record  as  signs  of  the 
financial  times  in  which  we  live. 
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Mr.  Franklin,  discussing  in  a  special  section  the  movements 
of  the  foreign  exchanges,  observes  pertinently  that  we  are  the 
one  European  country  with  a  large  and  regular  gold  income 
derived  from  our  African  and  Australian  dominions,  and  that  our 
fiduciary  cvurency  is  not  unwieldy  by  comparison  with  those  of 
other  belligerents.  We  shall  be  therefore  in  a  better  position 
than  they  (with  the  exception  of  America)  for  returning  after  the 
war  to  a  normal  state.  Mr.  Spalding,  treating  of  the  same  subject 
in  another  section,  notices  the  "desperate  step"  taken  by  Ger- 
many in  replacing  the  two-mark  silver  piece  by  paper,  and, 
arguing  that  the  "increased  velocity  "  of  circulation  in  our  own 
and  in  other  countries  compensates  for  any  increased  work  of 
exchanging  that  currency  has  been  called  to  perform,  associates 
a  growth  in  its  quantity  with  the  sequel  of  inflation.  Finally  the 
Committee  consider  the  question  of  national  expenditure  and 
taxation.  They  record  precisely  what  has  happened,  but  they 
hint,  not  obscurely,  at  omissions  and  mistakes  that  have  been 
made.  They  evidently  subscribe  to  the  programme  which  would 
substitute  taxation  for  borrowing.  But  in  the  main  they  "teach  '* 
rather  than  "preach";  and,  because  their  report  deserves 
eminently  the  epithet  of  "lucifera,"  we  are  confident  that  it  may 
not  improbably  earn  the  the  repute  of  having  been  "fructifera." 

L.  L.  Pbicb 

I.— The  Conditions  of  Social  Well-being  considered  in  the  Light  of 
the  War.  By  Eichardson  Evans.  (Edwin  Trim  &  Co., 
Wimbledon.    1917.    Pp.  56.) 

II. — Capital  and  Labour:  a  Series  of  Articles  on  Conscription  of 
Wealth,  the  Need  for  Industrial  Reconstruction  and  for  the 
Permanent  Removal  of  Labour  Unrest.  By  Sir  Charlbs 
W.  Macara,  Bart.  (The  Cotton  Factory  Times,  Ashton- 
under-Lyne.    1918.) 

These  pamphlets  both  profess  to  deal  in  the  main  with  ques- 
tions of  reconstruction  after  the  war.  That  by  Mr.  Bichardson 
Evans  contains  a  "  record  of  the  thoughts  suggested  "  by  a  con- 
ference  which  met  fortnightly  between  December,  1916,  and 
May,  1917.  The  members  of  the  conference  consisted  of  some 
employers  and  workmen  resident  at  Wimbledon,  together  with  a 
small  number  of  other  interested  persons,  amongst  whom  was  the 
author,  who  himself  contributed  a  paper  on  the  "  Resumption  of 
Industry,"  which  is  here  reproduced. 

Mr.  Evans  speaks  of  his  "  uncomfortable  perch  on  the  fence," 
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and  his  reflections  on  the  discussions  which  took  place  at  the  con- 
ference certainly  suggest  that  he  would  have  been  more  comfortable 
on  a  seat  amongst  the  employers.  For  he  appears  to  have  been 
much  impressed  by  the  kindly  spirit  displayed  by  the  representa- 
tives of  capital,  and  equally  pained  by  what  seemed  to  him  the 
unreasonable  attitude  of  the  working-class  representatives. 

He  is  strongly  opposed  to  Socialism,  and  reproduces  with  con- 
siderable skill  the  now  well-known  arguments  against  it.  He  is 
disturbed  because  Trade  Unionists  sometimes  refuse  to  '*  listen 
to  the  counsels  of  their  leaders."  He  is  nervous  about  the  effects 
upon  the  accumulation  of  capital  and  the  maintenance  of  parental 
responsibility,  of  large  expenditure  on  such  reforms  as  free  medical 
treatment  for  maternity  cases  and  free  meals  for  school  children ; 
he  is  half-hearted  with  regard  to  the  question  of  the  abolition  of 
half-time  under  the  age  of  sixteen,  and  so  on. 

But  with  all  this  he  is  fully  alive  to  many  of  the  glaring 
defects  of  existing  industrial  and  social  conditions,  and  is  sin- 
cerely anxious  to  discover  remedies.  His  constructive  suggestions, 
however,  amount  to  Uttle  nK)re  than  the  statement  that  "  Co- 
partnership, Profit  Sharing,  Co-operation  are  the  roads  which  lead 
to  a  happier  future  "  (p.  50).  A  paper  contributed  to  the  con- 
ference by  Mr.  A.  W.  Pollard,  which  is  included  in  the  pamphlet, 
contains  a  few  further  suggestions  of  a  constructive  nature,  but 
which  are  not  of  a  very  practical  kind. 

^[r.  Evans  appears  to  be  on  the  whole  optimistic  about  both 
the  [M-esent  and  the  future,  and  perhaps  over-sanguine,  when  he 
says  :  **  For  once,  the  nation  is  one  great  co-operative  association. 
It  will  not  easily  relapse  into  the  notion  that  it  consists  of  privi- 
leged and  unprivileged  classes  "  (p.  29).  Again  he  is  surely  on  dan- 
gerous ground  w  hen  he  asserts  dogmatically  that  '*  the  main  bur- 
den ••  (i.e.,  of  the  war)  "  has  fallen  on  the  wealthier  order,"  and 
that,  allowing  tor  the  rise  of  prices,  **  it  remains  true  that  never 
were  the  working  population  relatively  more  prosperous  "  (p.  29). 

The  pamphlet  contains  a  good  deal  of  very  elementary 
economics,  and  in  the  course  of  his  explanations  of  eoHiomic  prin- 
ciples the  author  is  continually  dwelling  on  the  importance  of  the 
largest  possible  output  of  wealth,  and  he  lays  altogether  insuffi- 
cient stress  on  the  fact  that  output  must  be  limited  by  the  effects 
of  production  on  the  lives  of  the  w^orkers.  "  Everything,"  he 
thinks,  '*  that  tends  to  suspend  production,  or  reduce  efficiency, 
or  lessen  output  is  an  injury  not  only  to  the  particular  trade  but  to 
the  community  "  (p.  13),  but  so  is  everything  which  tends  unduly 
to  increase  the  strain  of  labour  or  to  curtail  the  joys  of  life.    He 
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also  omits  to  point  out  that  restriction  of  output  is  constantly 
resorted  to  by  employers,  not  to  lighten  toil,  but  to  augment 
profits.  In  his  last  sentence,  however,  Mr.  Evans  shows  signs 
of  wavering  in  his  economic  creed  when  he  says  :  **  The  well- 
being  of  a  people  does  not  rest  on  a  basis  of  material  comfort.  It 
is  the  things  of  the  soul  that  count  "  (p.  50). 

The  author  holds  that  employers  and  employed  are  not  opposing 
armies.  Sir  Charles  Macara  takes  a  very  different  view,  and 
recognises  that  there  is  a  real  conflict  between  Labour  and  Capital, 
and  the  "  watchwords "  of  his  very  badly  printed  twelve-page 
pamphlet,  a  reprint  of  five  articles  contributed  to  the  Cotton  Fac- 
tory Times,  are  unity  and  concord. 

In  most  of  the  articles  he  calls  for  the  resuscitation  of  the 
Industrial  Council  of  1911  (in  the  establishment  of  which  he  played 
such  a  leading  part)  as  a  means  of  promoting  unity.  In  the  first 
paper,  however,  he  takes  Mr.  Bonar  Law  severely  to  task  for 
"  coquetting  with  the  predatory  type  of  Socialist "  in  connection 
with  the  question  of  the  conscription  of  wealth,  A  levy  on  capital, 
he  thinks,  spells  industrial  ruin,  but  he  hardly  appears  to  have 
made  out  his  case.  Perhaps  this  would  be  too  much  to  expect 
within  the  limits  of  a  single  newspaper  article.  In  another  paper 
he  suggests  that :  "  It  would  be  a  good  thing  if  those  engaged 
in  the  cotton  industry — spinners,  manufacturers,  and  merchants — 
were  to  get  the  sanction  of  the  Government  for  raising  a  fund  for 
industrial  reconstruction,  to  be  deducted  from  excess  profits.*'  The 
fund  might  be  all  very  well,  but  we  doubt  whether  the  plan  of 
raising  it  by  means  of  deductions  from  excess  profits  is  one  which 
is  likely  to  find  much  favour  with  Chancellors  of  the  Exchequer. 

H.  Sanderson  Fdrniss 


Agriculture  in  Berkshire,    By  John  Orb  (Oxford  :  The  Clarendon 
Press,  1918.    Pp.  viii  +  208.    8s.  6d.). 

In  this  book  Mr.  Orr  adds  to  the  **  survey '  *  of  farming  in  the 
county  of  Oxford,  made  for  the  Institute  for  Research  in  Agri- 
cultural Economics  estabUshed  at  the  University,  a  similar  investi* 
gat  ion  of  the  adjoining  Berkshire.  To  this  fresh  essay  he  has 
brought  the  power  of  lively  description  of  the  salient  features  of 
the  country-side  and  the  capacity  for  getting  apposite  news  from 
divers  country-folk  with  whom  he  has  talked,  which  were  merits 
of  his  earlier  book.  His  independence  in  bestowing  praise  or 
blame,  as  circumstances  demand,  is  not  less  evident;  and  he  is  as 
quick  to  note  as  he  is  careful  to  record  the  lessons  to  be  drawn 
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from  failure  or  succeBS.  As  his  inspection  coincided  with  the  spring 
and  summer  of  1916  the  disturbing  or  stimulating  influence  of 
the  war  on  the  acts  and  thoughts  of  those  busied  with  the  culti- 
vation of  the  soil  and  the  rearing  of  livestock  can  be  discerned , 
while  the  experience  of  agricultural  depression,  although  it  had 
a  marked  sequel  in  changed  methods  and  altered  aims,  was,  it 
would  seem,  becoming  a  dulled  memory  of  a  retreating  past.  We 
will  quote  a  passage  which  we  think  is  illustrative  as  a  summary 
of  much  that  Mr.  Orr  has  occasion  to  infer,  or  to  suggest,  with 
regard  to  the  past  history,  the  present  state,  and  the  future 
|x)S8ibilities  of  Berkshire  farming.  "Farmers,**  he  says,  "who 
have  chafed  at  the  exacting  work  connected  with  dairy  farming 
have  taken  the  opportunity  of  adopting  or  resuming  the  system  of 
corn-growing  with  fattening  cattle  or  sheep  for  livestock,  although 
even  this  statement  calls  for  qualification,  since  many  have  sold 
their  flocks  and  reduced  their  system  almost  entirely  to  one  of 
growing  corn  and  hay.  There  are  a  few  farmers,  looking  more 
to  the  future,  who  have  maintained  their  herds  and  flocks  in  full 
numbers,  and  very  few  who  have  increased  them.  They  expect 
that  some  day  soon  the  price  of  corn  will  fall,  mixed  farming  will 
become  necessary,  and  a  demand  will  be  made  for  cattle  and 
sheep." 

Taking  notes  in  this  instructive  fashion,  Mr.  Orr  travels 
through  different  districts  of  the  county,  and  we  congratulate  him 
once  again  on  a  happy  union  of  serious  purpose  with  relieving 
touch  in  which,  as  we  should  judge,  he  equals  or  surpasses  his 
predecessor  in  this  particular  area.  Dr.  MavcMr,  to  whom  he  fre- 
quently refers.  The  Vale  of  the  White  Horse,  the  Downs,  the 
Kennet  Valley  and  East  Berkshire  are  thus  investigate.  In  the 
more  general  treatment,  which  follows,  of  the  "agricultural 
partnership,"  of  "estate  management,"  "farm  management,**  and 
*'  labour,"  be  has,  we  suspect,  found  it  difficult  to  break  fresh 
ground.  He  repeats,  or  tries  to  develop  and  emphasise,  much 
that  he  had  hinted  or  advanced  in  the  other  survey ;  and,  as  there, 
so  here  the  ideals  fixed  for  landlord  and  for  farmer  are,  perhaps 
^gbtly,  high.  Their  attainment  in  fact  is  another  question, 
though  Mr.  Orr  is  both  shrewd  and  informed.  But  we  are  toler- 
ably sure  that  his  bold  conception  of  the  r6le  he  would  assign  to 
Government  in  so  guiding  production  as  to  prevent  a  discouraging 
fall  of  prices  from  following  on  too  large  supplies  is  more  gran- 
diose and  less  practicable  than  the  arrangement  or  preservation 
of  the  tariffs  or  the  bounties  of  which  he  writes  as  apparently  less 
satisfactory  or  trustworthy  or  lasting  alternatives,     A  "balance 
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among  all  the  branches  of  production  in  oider  to  guard  against 
injury  to  particular  sets  of  producers  and  consequent  detriment  to 
all"  is,  he  truly  says,  a  "problem"  not  only  "imperial"  but 
**  international."  It  is  indeed,  in  his  own  words,  *'  as  compli- 
cated and  difficult  as  possible."  Yet  he  himself  believes  that  "the 
task  is  not  so  hopeless."  "It  is,"  he  adds,  *'  a  splendid  piece  of 
work  for  Governments,  this  turning  of  such  a  fine  and  elaborate 
instrument."  But  surely  this  may  appear  to  prosaic  common- 
sense  not  unlike  the  proverbial  instances  of  "ambition  o'erleap- 
ing  itself."  The  final  technical  chapters  on  soils,  etc.,  as  in  the 
Oxfordshire  inquiry,  are  a  necessary  addendum  carefully  designed 
and  successfully  achieved.  L.  L.  Price 


Forecasting  the  Yield  and  the  Price  of  Cotton,  By  Henry 
LuDWELL  Moore,  Professor  of  Political  Economy  in  Columbia 
University.  (New  York :  The  Macmillan  Company,  1917. 
Pp.  vi-hl73;8vo.) 

In  this  monograph  Professor  Moore  illustrates  the  application 
of  the  method  of  correlation  to  the  prediction  of  the  yield  of 
cotton  in  the  United  States,  and  to  the  relation  between  yield  and 
price. 

The  former  problem  occupies  the  bulk  of  the  volume.  The 
nature  and  aim  of  the  official  crop-reporting  service  are  first 
described.  Beports  as  to  the  **  condition  "  of  the  crop  are  drawn 
up  at  the  end  of  each  month,  from  May  to  September,  the  results 
being  expressed  as  percentages  of  an  imaginary  **  normal."  It 
is  then  assumed  that  the  yield  per  acre  of  the  current  year  will 
stand  in  the  same  ratio  to  the  average  yield  of  the  five  preceding 
years  as  the  "condition"  of  the  given  month  in  the  current 
year  to  the  average  "  condition  "  in  the  same  month  of  the  five 
preceding  years.  The  method  can  be  tested  by  comparison  with 
the  actual  yield  as  finally  reported,  and  Professor  Moore  subjects 
it  to  this  test  for  the  twenty-five  years  1890-1914.  The  results 
are  interesting.  (1)  The  May  report  is  worse  than  useless  :  the 
correlation  between  prediction  and  fact  is  small  and  negaiivt?. 
(2)  The  June  report  is  of  little  service  :  the  correlation  is  small, 
only  0*292.  (3)  The  July  and  August  reports  attain  rather  better 
results,  correlations  0*595  and  0*576  respectively,  and  the  Sep- 
tember report  the  correlation  0685.  There  is  thus  a  general,  but 
not  unbroken,  tendency  to  improvement  as  the  harvest  itf 
approached.  But  further,  (4)  the  official  method  tends  inherently 
to  underestimate  the   \ield,  and   thu8   favour   the   producer  by 
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putting  up  the  price.  These  results  are  not  happy  for  the  official 
method;  having  regard  to  the  great  importance  of  the  cotton 
estimates,  it  is  hoped  that  they  will  receive  attention.  It  may  be 
mentioned  that  there  was  a  very  full  report  on  the  correlations 
between  American  crop  forecasts  and  the  actual  yields  presented 
at  the  1913  (Vienna)  meeting  of  the  International  Statistical 
Institute »  which  the  reviewer  can  only  cite  from  memory  owing 
to  absence  from  books  and  papers.  The  final  volume  of  reports 
never  reached  members  before  the  war,  but  Professor  Moore 
would  find  this  report  of  considerable  interest  for  comparative  pur- 
poses. 

The  prediction  of  yield  can  also  be  effected  trom  the  weather 
with  greater  accuracy  in  general  than  from  the  Board's  crop  re- 
ports. Taking  into  account  temperature  and  rainfall,  for  example, 
and  the  crops  in  Texas,  Oeorgia,  Alabama  and  South  Carolina,  for 
all  the  States  except  Texas  the  forecast  from  the  weather  gives 
a  more  accurate  prediction  than  can  be  obtained  from  the  Bureau's 
reports  of  one  month  later.  It  is  to  be  hoped  that  work  on  these 
lines  will  be  greatly  extended. 

But  the  total  }rield  is  dependent  on  the  acreage  planted  as  well 
as  on  the  yield  per  acre.  The  Bureau  of  Statistics  does  not 
publish  an  estimate  of  acreage  until  July  Ist,  and  a  fairly  reliable 
estimate  earlier  in  the  year  would  be  useful.  Profess(»r  Moore 
points  out  that  the  acreage  planted  is  largely  dependent  upon 
the  good  or  bad  fortune  of  the  cotton  farmers  in  preceding  years. 
The  correlation  of  the  percentage  increase  in  acreage  during  the 
current  year  as  compared  with  the  preceding  year,  with  the  in- 
crease  in  price  for  the  preceding  year  on  the  year  before,  is 
+  0*532 ;  the  correlation  with  the  percentage  change  in  total  pro- 
duction for  the  preceding  year  on  the  year  before  is  -  0*641.  It 
is  thus  possible  to  predict  acreage  with  as  much  accuracy  as 
yield. 

Professor  Moore's  note  on  prices  is  briefer.  The  correlation 
between  the  percentage  change  in  price  and  the  percentage  change 
in  production  of  cotton  from  year  to  year  (1889-1913)  is  -  0*819. 
But  this  is  a  gross  result,  and  it  may  be  asked  :  What  is  the  relation 
between  the  changes  in  the  price  of  cotton  and  the  changes  in 
the  amount  demanded,  when  there  are  no  changes  in  the  pur- 
chasing power  of  money  ?  This  problem  is  approximately  solved 
by  the  use  of  the  method  of  multiple  correlation,  introducing  as 
a  third  variable  the  Bureau  of  Labour's  Index  Number  for  prices 
of  all  commodities.    This  gives  the  linear  regression  equation 

Xq  =   -097a?i  +  1*60052  +  7*11 
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between  x^,  the  percentage  change  in  the  price  of  cotton,  and 
Xi  and  Xi,  the  percentage  changes  in  production  and  in  the  level 
of  general  prices  respectively,  the  coefficient  of  double  correlation 
being  0  859.  The  result  is  certainly  interesting  and  useful,  but 
surely  it  leaves  untouched  Professor  Edgeworth's  doubt  "whether 
Jevons's  hope  of  constructing  demand  curves  by  statistics  is  cap- 
able of  realisation"?  The  equation  is  an  approximate,  average, 
linear  relation ;  it  does  not  bring  out  the  real  form  of  the  demand 
curve.  The  section  heading,  "A  Complete  Solution  of  the  Prob- 
lem," claims  a  little  too  much. 

G.  U.  Yule 


An  Introduction  to  Statistical  Methods:  A  textbook  for  college 
students,  a  manual  for  statisticians  and  business  executives. 
By  Horace  Secrist,  Ph.D.,  Associate  Professor  of  Economics 
and  Statistics,  North-Western  University,  Evanston,  Illinois. 
(New  York  :  The  Macmillan  Company,  1917.  Pp.  xxi  +  482 ; 
8vo.    Price  $2.) 

As  indicated  by  the  sub-title,  Professor  Secrist  has  endeavoured 
to  furnish  in  this  volume  a  textbook  of  statistical  methods  suited 
especially  to  the  needs  of  students  "  in  colleges  of  business  admin- 
istration "  and  of  the  business  man.  Having  regard  to  this  aim,  the 
treatment  is  wholly  non-mathematical,  not  even  the  most 
elementary  algebra  being  used.  This  limitation  has  the  inevitable 
defect  of  its  virtues,  for  a  few  symbols  would  at  times  greatly 
Ughten  the  verbal,  not  to  say  verbose,  explanations.  The  field 
covered  is  correspondingly  limited ;  wage  statistics  and  price  index- 
numbers  are  dealt  with  in  some  detail ;  but  vital  statistics  and 
their  methods  are  practically  excluded. 

To  state  the  scope  of  the  volume  a  Uttle  more  fully,  the 
author,  after  a  short  introduction  on  the  purpose  of  statistical 
study,  the  meaning  of  statistics,  and  the  relation  of  statistics  to 
business  and  to  government,  describes  the  principal  sources  of 
statistical  data  and  the  methods  of  collection,  and  gives  useful 
cautions  as  to  their  limitations  and  significance ;  references  and 
illustrations  are  naturally  drawn  from  American  data.  A  chapter 
follows  on  units  of  measurement,  and  wage  statistics  are  then 
taken  as  a  specific  case,  the  difficulties  of  definition,  the  various 
sources  and  their  respective  defects,  schedule  forms,  and  so  forth, 
being  treated  in  detail.  Following  chapters  deal  successively  with 
tabulation  (with  some  almost  incredible  examples  of  bad  tabula- 
tion, the  references  mercifully  suppressed),  diagrammatic  presen- 
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tation»  graphic  presentation,  and  averages  (mean,  median,  and 
mode).  There  then  follows  a  section  on  index-numbers,  the  first 
chapter  dealing  with  the  general  principles,  and  the  second,  which 
should  be  very  useful  to  the  English  student,  with  American  price 
index-numbers.  Concluding  chapters  deal  briefly  and  in  a  simple 
elementary  way  with  dispersion  and  skewness,  and  with  correla- 
tion. 

The  treatment  is  simple,  but  to  the  present  writer  at  least 
seems  at  times  to  become  lengthy  without  becoming  altogether 
clear,  and  a  different  arrangement  could  be  at  times  preferable,  e.g. , 
full  illustrations  of  forms  of  frequency  distribution  befcMre  the  chap- 
ter on  averages.  The  mode  is  not  "  the  characteristic  which  most 
frequently  appears,"  according  to  the  original  definition  of  Pro- 
fessor Pearson,  who  introduced  the  term ;  it  is  better  to  use  some 
other  word,  e.g.,  predominant  value,  for  the  empirical  mode.  The 
remark  :  "  While  variables  are  expressed  as  percentages,  the  base 
upon  which  they  are  computed  is  not  a  total,  but  the  first,  the  last, 
or  an  average  of  the  different  variables.  Of  these  alternatives  the 
last,  under  certain  conditions,  is  undoubtedly  superior  "  (p.  225, 
my  italics),  is  ambiguous ;  the  "  last-named  "  is  apparently  meant. 
The  section  on  the  probable  error  (pp.  410-15)  is  Ukely  to  prove 
hopelessly  confusing  to  the  student,  as  the  term  is  used  both  for 
the  quartile  deviation  in  an  actual  distribution  ("  For  a  probability 
distribution  the  probable  error  is  approximately  two-thirds  of  the 
standard  deviation  ")  and  for  the  probable  error  of  sampling. 
Statements  that  the  '*  probable  error  ...  is  a  means  of  testing  the 
reliability  of  samples,  provided  that  data  approach  the  normal 
probability  distribution,"  or  that  "  the  probable  error  is  to  be 
used  only  when  distributions  approach  the  normal  probability 
form,"  are  incorrect ;  the  condition  is  that  the  distribution  of  the 
errors  of  sampling,  not  the  original  distribution,  shall  be  normal. 
The  use  of  the  probable  error  in  the  case  of  small  samples  is 
limited  because,  inter  alia,  the  assumption  cannot  then  be  made. 

The  author  deals  well  with  the  necessity  for  clearness  in  tabula- 
tion, but  a  few  of  his  own  tables  might  be  improved  in  this 
respect.  The  heading  of  Table  O,  p.  216,  is  not  clear  as  respects 
the  last  two  columns  ("  Less  than  "  or  "  More  than  " — which  of 
the  limits  given  on  the  left?),  nor  is  Table  A,  p.  382,  satisfactory 
(Why  are  the  groups  of  years  so  arranged?  Why  5,  then  10,  then 
6  years?    Per  cent,  of  what?). 

The  entirely  non-mathematical  character  of  Professor  Secrist's 
work,  and  its  discussion  of  such  matters  as  tabulation  and  diagram- 
matic representation,  wilt  render  it  useful  to  the  appropriate  class 
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of  student,  and  its  description  of  American  data  should  be  of  ser- 
vice to  the  English  reader.  The  best  features  of  the  work  are  the 
cautions  as  to  the  necessity  of  the  worker  familiarising  himself 
with  the  actual  meaning  and  limitations  of  his  data,  and  the  treat- 
ment of  graphics.  Useful  references  to  the  literature  are  given  at 
the  end  of  each  chapter. 

G.  U  YULB 


Postal  Savings:  An  Historical  and  Critical  Study  of  the  Postal 
Savings  Bank  System  of  the  United  States.  By  Edwin  W. 
Kemmbbbr,  Professor  of  Economics  and  Finance,  Princeton 
University.  (Princeton  :  University  Press.  London  :  Hum- 
phrey Milford,  Oxford  University  Press.  1917.  Pp.  iv+176, 
8vo.    Price  5s.  6d.  net.) 

The  United  States  Postal  Savings  Act  was  approved  on  the 
25th  June,  1910.  In  July,  1917,  Professor  Kemmerer  "  integrated 
and  revised  "  two  magazine  articles  upon  the  Act  and  its  first 
six  years  of  working.  The  book  before  us  is  the  result.  It  is 
rather  soon  for  a  history  of  the  system.  The  criticism  goes  no 
further  than  what  might  have  been  offered  by  the  author  himself 
in  1910. 

The  almost  unanimous  opposition  of  the  bankers  to  the  passing 
of  this  Act  is  pitiful  reading.  In  their  view  it  was  not  called  for. 
Its  competition  with  bankers  was  compared  to  highway  robbery. 
It  would  be  a  "  plunge  into  the  frightful  slough  of  socialism."  The 
circulating  medium  of  the  producing  regions  would  be  depleted  wid 
the  money  of  the  rural  communities  would  "  leave  home  "  to  be 
swept  into  the  speculative  markets  of  Wall  Street.  Perhaps  we 
like  our  bankers  timid ;  but  we  should  not  expect  them  in  the 
twentieth  century  to  be  quite  so  ignorant  of  the  long  and  identical 
experience  of  other  countries. 

The  panic  of  1907  helped  the  movement  in  favour  of  a  Postal 
Savings  Bank.  But  the  Act  of  1910  testifies  to  the  jealousy  and 
the  power  of  the  banking  interest.  The  word  "  bank  "  was  not  to 
be  used  in  connection  with  the  Postal  Savings  Depository  Depart- 
ment  or  its  Offices.  The  rate  of  interest  allowed,  nominally  2  per 
cent.,  is  the  lowest  in  the  world,  in  a  country  where  capital  can 
always  command  a  good  retium.  In  practice  the  rate  works  out 
at  about  IJ  only.  No  interest  is  paid  for  a  fraction  of  a  year.  No 
one  may  deposit  more  than  100  dollars  in  one  calendar  month  ot 
500  dollars  in  all.  Accumulated  interest,  like  excess  deposits, 
bears  no  interest.    The  critic  of  bureaucracy  will  note  with  a  smile 
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that  interest  drawn  out  and  deposited  afresh  as  principal  is  purged 
of  its  disability.  Accounts  can  only  be  operated  upon  at  the  offices 
where  they  are  opened,  and  can  be  transferred  only  by  closing  down 
(at  the  loss  of  accumulated  interest)  and  by  opening  afresh  at  a 
new  centre.  Deposits  must  be  invested  pro  rata  with  approved 
local  banks.  The  facilities  offered  to  the  depositor  are  far  below 
those  in  European  countries. 

Already  it  is  evident  that  the  opponents  of  the  Act  imagined 
vain  things.  The  monthly  limitation  has  been  abolished  and  the 
total  enlarged  to  1,000  dollars.  The  system,  with  all  its  imper- 
fections,  is  full  of  vitality.  But  unless  the  American  citizen 
changes  his  characteristics  he  will  not  long  remain  content  with  a 
Postal  Savings  Depository  System  which  is  the  least  attractive 
and  the  most  backward  of  its  kind. 

Henry  Higos 


Digitized  by 


Google 


NOTES    AND    MEMORANDA 

Changes  in  Irish  Exports  during  Twelve  Years.* 

The  Statistical  Branch  of  the  Department  of  Agriculture  and 
Technical  Instruction  for  Ireland  has  been  publishing  now  for 
twelve  years  an  annual  estimate  of  the  **  Trade  in  Imports  and 
Exports  at  Irish  Ports."  I  propose  in  this  paper  to  examine  the 
changes  in  the  Exports  of  Ireland  during  the  twelve  years,  1904 
to  1915  inclusive,  as  revealed  in  these  annual  **  Reports."  The 
Exports  of  Ireland  are  enumerated  in  the  1904  Report  under 
322  distinct  items ;  in  that  of  1915  under  328.  When  analysing 
them  I  take  the  latest  revised  figures  given  in  detail,  and  the 
328  items  are  reduced  into  14  groups — my  plan  being  to  group 
together  all  items  which  result  from  the  one  industry  or  employ- 
ment. Take,  for  example,  the  Exports  of  the  year  1913  :  their 
total  value  was  then  dG73,886,410 ;  but  281  miscellaneous  small 
items  only  account  for  £12,639,927  out  of  that  total,  while  47 
large  items  (grouped  into  thirteen  main  industries  or  employments) 
account  for  as  much  as  £61,246,483.  It  is  the  fluctuations  among 
these  thirteen  main  employments  that  I  wish  to  study.  The 
separate  items  to  be  grouped  together  to  get  the  total  export  for 
each  employment  were  carefully  studied,  and  must  now  be  stated. 
(I  give  them  here  in  the  order  of  their  importance  as  in  1915.) 

I.  Linen  (4  items)  :— 1.  "  Flax  "  ;  2.  "  Linen  Yarn  "  ; 
3.  "  Linen  Goods  " ;  4.  "  Thread  "  ;  [I  omit  "  Waste  (Flax,  Tow, 
and  Hemp)".} 

II.  Cattle  (6  items)  :— 1.  "  Fat  Cattle";  2.  "  Store  Cattle"  : 
3.  "Milch  Cows";  4.  "Springers";  5.  "Other  Cattle"; 
6.  "  Calves." 

IIL  Poultry  (3  items):—!.  "Eggs";  2.  "Poultry"; 
3.  "  Feathers." 

TV.  Btdter  (5  items):—!.  "Butter";  2.  "Margarine"; 
3.  "  Cheese  " ;  4.  "  Cream  " ;  5.  "  Milk  (not  Condensed)," 

'  Abstract  of  a  Paper  read  to  the  SkUiHical  andJSocial  Inquiry  Sooieiff  <^ 
Ireland  on  April  20th,  191S. 
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V.  Steam  Vessels  (1  item) : — Its  value  jumps  when  big  ships 
happen  to  be  launched,  e.g.,  £6,703,250  in  1914,  £4,721,600  in 
1916. 

VI.  Bacon  (6  items) :— 1.  "  Pork  "  ;  2.  "  Bacon" ;  3.  "  Hams" ; 
4.  "Tripe";  6,  "  Meat,  Preserved";  6.  "  Sausages."  [I  omit 
"  Fats."] 

VII.  Brewing  (3  items) :— 1.  "  Ale  and  Beer  " ;  2.  "  Porter  " ; 
3.  "  Yeast." 

VIII.  Woollens  (9  items)  :~1.  ••Wool  Yarn";  2.  "  Blankets"; 
3.  "Carpets";  4.  "Roofing  Felt";  5.  "Woollen  Goods"; 
6.  "  Hosiery  " ;  7.  "  Drapery  and  Haberdashery" ;  8.  "  Hats" ; 
9.  "  Apparel,  unclassified." 

IX.  Cotton  Goods  (1  item) : — This  probably  represents  the 
Shirt  Industry. 

X.  Sheep  (8  items) :— 1.  "  Sheep  "  ;  2.  "  Lambs  " ;  3.  '•  Wool." 

XI.  Whisky  (1  item) :— Called  "  Homemade  Spirits 
(Whisky,  etc.)." 

XII.  Pigs  (2  items) :— 1.  "  Swine.  Fat";  2.  "  Swine,  Store." 

XIII.  Horses  (3  items)  :—l.  "Stallions";  2.  "Mares"; 
3.  "  Geldings." 

XIV.  Other  Exports  (281  items) : — This  includes  everything 
not  enumerated  in  the  above  thirteen  groups.  There  are  but  few 
large  items— such  as  Tobacco,  Biscuits  and  Confectionery,  Pota- 
toes, Oats,  Hides  and  Skins,  Machinery  unclassified,  Rope  Cordage 
and  Twine,  etc.  :  by  "  large,"  meaning  of  values  approaching  half 
a  million  sterling,  or  thereabouts. 

In  a  Table  (below)  I  give  the  result  of  this  analysis  by 
"  employments"  of  the  Exports  of  Ireland  for  each  of  the  twelve 
years  1904-1915.  We  there  find  how  these  different  employments 
have  fared  during  the  period,  and  the  results  are  remarkable.  One 
would  hardly  expect  in  a  short  period  Uke  twelve  years  to  find 
such  changes  in  the  relative  importance  of  Irish  industries,  as  are 
shown  by  the  following  comparison  for  three  dates  (Table  I.). 

In  this  Table  the  ten-year  period  from  1904  to  1913  may  be 
considered  normal ;  but  the  rise  in  the  figures  from  1913  to  1915 
is  interesting  too,  as  showing  how  the  inflation  of  prices  during 
the  war  has  affected  different  exporting  industries.  Table  I.  shows 
that  Live  Stock  has  not  benefited  from  the  inflation  of  war-time 
quite  so  much  as  the  production  from  Irish  industries.  This  fact 
is  certainly  an  unexpected  result  of  this  analysis. 

However,  it  is  the  normal  expansion  of  Irish  exports,  which 
had  been  in  progress  for  the  ten  completed  years  prior  to  the  out- 
break of  the  war,  that  seems  to  me  the  really  significant  fact 
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Table  I. — Changes  in  Irish  Exporting  Industries. 
(The  figures  are  Estimated  Values,  sterling,) 


Order 

of 

1904. 

] 

L913. 

1916. 

Value. 

£ 

£ 

£ 

I. 

Linen 

.    9.026,800 

Linen 

..  16,672.208 

Linen 

17,762,884 

II. 

Cattle 

.     8,986,336 

Cattle »    . 

..  16,464,468 

Cattle      .. 

16,826,617 

ni. 

Butter     .. 

.     3,271,827 

Bacon 

..     4,430,061 

Poultry   .. 

6,223,905 

IV. 

Poultry   .. 

.     2,887,772 

Poultry   . 

..     4,048,088 

Butter     .. 

6,164,636 

V. 

Whisky  .. 

2,343,496 

Butter     . 

..     3,964,611 

Bacon 

6,686,009 

VI. 

Bacon 

.    2,205,667 

Steamers 

3,148,000 

Steamers* 

4,721,500 

vn. 

Brewing  .. 

.     1,879,446 

Cotton 
Qoods . 

..     2,722,360 

Brewing  .. 

2,817,640 

vni. 

Sheep      .. 

.     1,747,677 

Brewing  . 

..     2,664,044 

Woollens.. 

2,661,869 

IX. 

Pigs         .. 

.     1,742,039 

Whisky   . 

..     2,008,600 

Cotton 
Goods.. 

2,619,523 

X. 

Steamers 

1,600,000 

Woollens 

1,862,664 

Sheep      .. 
Whidcy  .. 

1,860,438 

XL 

Cotton 

Sheep 

..     1,784,142 

1,859.977 

Goods.. 

.     1,320,802 

xn. 

Horses     .. 

.     1,291,166 

Horses     . 

..     1,703,260 

Pigs 

1,172,139 

xm. 

Woollens.. 

989,832 

Pigs 

..     1,024,197 

Horses 

1,121,520 

Total,  above    .. 

.  39,191,938 

61,246,483 

70,288,647 

Other  Exports.. 

.  10,206,698 

12,639.927 

14,174,761 

Total  Exports.. 

.  49,398,636 

73,886,410 

84,463,408 

^  Cattle  exports — ^reduced  to  £8,236,868  (by  the  Larkin  Strike  at  Dublin) 
during  1912 — Were  abnormally  large  in  1913.  *  Steamers  in  1914,  had  been  up 
to  £6,703,260. 

which  has  to  be  analysed.  It  is  the  comparison  of  the  year  1904 
with  the  year  1913  that  reveals  the  direction  in  which  this  expan- 
sion has  taken  place.  The  total  value  of  Irish  Exports  rose  from 
£49,398,536  to  £73,886,410,  which  is  very  nearly  50  per  cent,  of 
increase  (49*57  percent.).  Of  the  thirteen  main  exporting  indus- 
tries of  Ireland,  eight  are  capitalised  manufactures  (viz..  Linen, 
Woollens,  Cotton  Goods,  Steamers,  Brewing,  Whisky,  Bacon, 
and  Butter),  and  five  are  Live  Stock  industries  (viz..  Cattle, 
Horses,  Sheep,  Pigs,  and  Poultry).  The  eight  Manufactures  have 
increased  the  total  value  of  their  exports  from  £22,537,949  to 
£37,242,328  :  which  is  an  increase  in  the  ten  years  of  65*24  per 
cent.  Meanwhile,  the  five  Live  Stock  industries  have  lifted  the 
total  value  of  then-  exports  from  £16,653,989  to  £24,024,155  : 
which  is  a  rise  of  44*26  per  cent.  It  is  certain,  therefore,  that  in 
its  export  trade  Ireland  is  predominantly  an  industrial  rather  than 
an  agricultural  country ;  and  this  surjHising  feature  has  become 
more  accentuated  by  the  changes  (A  the  last  ten  or  twelre  years. 
If  statistics  could  ever  be  regarded  as  sensational,  certainly  that  is 
the  sensational  result  of  this  statistical  investigation. 
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What  we  are  here  considering  is  the  export  trade  of  Ireland  : 
it  is  not  quite  the  same  thing  as  the  productive  industry  of  the 
country.  For  example,  the  Crops  of  Ireland  do  not  make  much 
showing  among  its  Exports.  Irish  Crops  are  mostly  consumed 
at  home — they  are  expcwi^d  in  the  form  of  Live  Stock.  It  may 
appear  to  some  minds,  therefore,  that  Tillage  Crops  in  Ireland 
are  unimportant  and  that  the  Live  Stock  production  is  the  main ' 
business  of  the  Irish  farmer.     At  the  present  moment,  when 


Table  n.— Analysis  of  Irish  Exports  fob  Each  Teab, 
1914  to  1916,  Inclttsive. 


(Order  of  1913). 

1904. 

1905. 

1906. 

1 

1907. 

£ 

£ 

£ 

£ 

L — Linen        

9,026,890 

9,304.315 

11,037.604 

12,049,520 

IL— Cattle        

8,980.336 

8.928.253 

9.146.915 

10,419,430 

ni.— Bacon        

2,205,657 

2.276.394 

2.421,367  ; 

3,129,237 

IV.—Poultry     

2,887.772 

3,266,522 

3.511.915 

3,672,750 

v.— Butter       

3,271,827 

3,441,716 

3,688,343 

4,117,420 

1.500,000 

2,500,000 

2,900,000 

2,400,000 

VII.— Cotton  Oooda  ... 

1,320,802 

1,268.085 

1,437,174 

1,628,828 

VIII.— Brewing    

1,879,445 

1.942.025 

2,126.400 

1,887,047 

IX.— Whisky     

2,343.496 

2.179.407 

2,139.587  ' 

2,315,309 

X. — ^WooUens 

989,832 

1.012.823 

1.051.201 

1,202,820 

XL— Sheep        

1,747,677 

1.807,041 

1,866.146 

1,879.223 

XIL^Horsee      

1,291,165 

1,427,975 

1.578.005 

1.541.815 

XIIL— Pigs 

1,742,039 

1,272.091 

1,478.105 

1,636,681 

Total  (above) 

Other  Exports         

89,191,938 

40,626,647 

46,382,762  , 

47,879,580 

10.206,598 

10,547.671 

9,215,835  j 

11,279,952 

Total  EzporU 

49,398,536 

51,174.318 

55,598,597  | 

1 

59,159,532 

Exporting  Industry 
(Order  of  1913). 

1908. 

1909. 

1910. 

ion. 

£ 

£ 

£ 

£ 

I. — Linen        

10,167,234 

13,796,903 

15.577.311 

14.952,140 

IL— CatUe        

10,935,197 

10,751,550 

11.454.285 

9,566,393 

III.— Bacon        

3,249.170 

3,588,235 

3,863,176 

3,654,065 

IV.—Poultry     

3.560,449 

3,753.465 

3,703,628 

8.826,074 

v.— Butter       

4.185.180 

3,836,476 

3,820,501 

3,929,540 

VL— Steamers 

2.900.000 

2,175,000 

3,500,000 

4,450,000 

VII.— Cotton  Goods  ... 

1.468.947 

1.653.702 

2,086,437 

2,434,455 

VUL— Brewing    

1.931.239 

1,938,977 

2,129,193 

2,200,592 

DC- Whisky     

2,299,964 

1,739,979 

2,045,300 

2,050,199 

X.— Woollens 

1.247.285 

1,347,768 

1,700,374 

1,679,411 

XI.— Sheep        

1.723,223 

2,104,339 

1,893,403 

1,659,781 

Xn.— Horses      

1.347,225 

1,369,395 

1,492,015 

1.473.690 

XIIL— Pigs 

1,332,258 

1,451,605 

1,382,312 

1.331.928 

Total  (above) 

46,347,371 

49,507,392 

54,597,935 

53.208.268 

Other  ExporU        

11,067,606 

11,536,763 

11,388,855 

11,999,773 

Total  Ezporta 

57,414,977 

61,044,155 

65,986,790 

65,208,041 
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Exporting  Industry 
(Order  of  1913). 

1912. 

1913. 

1914. 

1915. 

I. — ^Linen         

II.— Cattle        

III.— Bacon       

IV.— Poultry     ..,     ... 

v.— Butter       

VI. — Steamers 

VII.— Cotton  Goods  ... 

VIII.— Brewing    

IX.— Whisky     

X.— WooUens 

XL— Sheep        

xn.— Horses       

XIIL— Pigs 

£ 
16,413,532 
8,236,868 
4,510.367 
4,007,693 
4,395,783 
3,361,500 
2,664,984 
2,379.855 
1,960,136 
1,837,375 
1.877,674 
1.627.040 
1,302,053 

£ 
16,572,208 
15,464,468 
4.430,061 
4,048,088 
3.954.611 
3,148,000 
2,722,350 
2,554,044 
2,008,500 
1,852,554 
1,784,142 
1,703,260 
1,024,197 

£ 

16,546,932 

14,345,161 

4,372,096 

4,487.326 

4,924,024 

6,703,250 

2,275,174 

2,756,363 

1,930,377 

1,947,709 

1,915.711 

1,431,045 

736,688 

£ 
17.762.884 
15.826,617 
5,686,009 
6,223,905 
6.164.636 
4.721.500 
2.519.523 
2,817,640 
1,859,977 
2,551.859 
1.860.438 
1.121,520 
1,172.189 

Total  rabove) 

Other  Exports         

54,624,860 
12,557.118 

61,246,483 
12,639,927 

64,371,856 
12,939,196 

70.288,647 
14.174.761 

Total  Exports 

67,181,978 

73,886,410 

77,311.052 

84.463,408 

compulsory  tillage  of  Irish  farms  is  being  enforced  as  a  war-time 
necessity,  it  may  be  useful  to  point  out  that  the  popular  notion, 
that  of  Live  Stock  being  the  principal  source  of  wealth  to  the 
Irish  farmer,  is  a  popular  delusion.  Even  when  tillage  was  at 
its  lowest  in  Ireland  the  new  wealth  produced  by  Crops  was  always 
greater  than  the  new  wealth  produced  by  the  Live  Stock  industry. 
Take  the  year  1908,  for  which  the  "  Output "  of  Irish  Agriculture 
was  specially  cakulated  for  the  Census  of  Production.  This  cal- 
culation showed,  in  round  figures,  that  the  Crops  of  Ireland  in 
that  year  produced  value  for  30  millions  sterling ;  that  24  millions 
sterling  was  the  value  of  those  Crops  which  were  fed  to  Live  Stock 
on  the  farms — leaving  6  millions  sterling  for  the  "  Output "  as 
Crops  merely.  The  same  calculation  showed  that  Live  Stock  pro- 
duced in  that  year  value  for  41  millions  sterling,  of  which  nearly 
1  million  sterUng  was  used  on  the  farm,  such  as  milk  fed  to  calves, 
etc. — leaving  40  millions  sterling  for  the  "  Output  "  as  Live  Stock 
merely.  But  24  millions  of  Crops  went  to  the  producing  of  that 
Live  Stock ;  in  other  words,  the  Live  Stock  business  added  another 
16  millions  sterling  to  this  24  millions  sterUng  of  Crops  value.  The 
figures  for  1908,  therefore,  amount  to  this :  that  Tillage  raised 
30  millions  sterling  of  new  value  and  the  Live  Stock  business 
added  another  16  millions  of  new  value  to  that ;  even  in  that 
year  of  low  tillage,  the  new  wealth  produced  by  Crops  was  close 
on  double  the  new  wealth  produced  by  Live  Stock.  That  was 
the  showing  of  the  Census  of  Production  in  1906. 

C.  H.  OldSam 
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Extracts  from  German  Periodicals  Rel.\ting  to  the  War. 

Thr  best  means  of  helping  war-disabled  soldiers  is  the  subject 
of  twj  articles  in  the  Graphische  Presse  of  March  15th  and  22nd. 
Had  the  war  been  short,  it  is  remarked,  the  kindness  shown  to 
men  by  their  colleagues  would  have  ensured  that  no  wounded 
soldier  was  neglected ;  but  in  course  of  time  sympathy  becomes 
blunted,  and  men  have  too  many  hardships  and  sorrows  of  their 
own  to  be  able  to  feel,  as  they  once  did,  for  those  of  others. 
There  is  reason  to  fear  that  employers  under  pretext  of  charity 
will  avail  themselves  erf  the  presence  in  great  numbers  on  the 
labour  market  of  wounded  soldiers  in  order  to  lower  wages  gener- 
ally. Associations  are  being  formed  under  the  auspices  of  the 
trade  unions  to  afford  legal  advice  and  other  kinds  of  help  to  the 
disabled. 

A  memorial  addressed  by  the  German  National  Association  of 
Commercial  Employees  to  the  German  legislative  bodies  contains 
suggestions  for  increasing  the  numbers  and  improving  the  quality 
of  the  population.  The  shrinkage  of  the  birthrate  should  be 
combated  by  a  grant  of  "  maternity  aid."  The  war  has  made 
the  grant  of  such  aid  a  necessity.  Without  this  grant  many 
children  would  be  lost  to  the  country,  since  the  wives  of  soldiers 
find  the  allowance  made  them  by  the  State  and  the  Commune 
insufficient  to  pay  the  costs  attendant  on  confinement.  The  ad- 
vantages of  this  aid  are  so  obvious  that  it  ought  certainly  to  be 
continued  into  the  peace  period.  The  fund  from  which  the  aid  is 
given  should  be  raised  by  contributions  from  each  family,  sup- 
plemented by  additions  from  the  State.  Every  female,  so  soon 
as  she  has  reached  the  age  of  16,  should  be  compelled  to  con- 
tribute to  this  fund  until  she  passes  the  age  of  child-bearing.  This 
contribution  should  be  graduated  according  to  income.  The 
relief,  too,  is  to  be  graduated  according  to  income,  and  according 
to  the  number  of  children  ahready  in  the  family.  If,  besides  the 
newborn  child,  there  are  no  other  children,  maternity  aid  is  to 
be  granted  when  the  yearly  income  is  less  than  Mk.3,000  (£120). 
For  every  fresh  child  the  limit  of  income  is  raised  by  Mk.250. 
Families  with  more  than  Mk.5,000  yearly  do  not  receive  any  aid. 
The  maternity  aid  will  be  granted  equallv  to  unmarried  mothers. 
The  memorial  also  contains  recommendations  for  the  education 
of  women  which  may  thus  be  summarised  : — The  profession  of 
wife  and  mother  is  to  form  the  central  point  of  all  the  education 
and  training  of  young  women.  All  girls  between  14  and  18 
years  of  age  are  to  be  compelled  to  attend  a  course  of  household 
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instruction  at  the  continuation  school.  Professional  instruction 
for  gaining  a  livelihood  is  not  to  be  obligatory,  but  voluntary, 
and  no  inducements  are  to  be  held  out  to  girls  by  authorities  or 
public  bodies  to  take  this  voluntary  course.  Families  would  be 
provided  with  suitable  homes  by  regulations  such  as  the  follow* 
ing  : — The  Bundesrat  should  take  steps  to  introduce  without  delay 
a  system  of  Imperial  Housing  Insurance,  in  connection  with  the 
insurance  of  employees.  The  funds  for  this  insurance  shall  be 
raised  by  the  obligatory  contributions  of  unmarried  insured  per- 
sons and  insured  childless  married  couples,  which  contributions 
the  employer  shall  share.  Housing  allowances  shall  be  granted 
to  insured  persons  on  and  after  the  birth  of  a  third  child,  each 
succeeding  child  entitling  to  an  additional  grant.  The  housing 
allowance  may  be  transmuted  into  a  capital  sum  for  the  object 
of  acquiring  a  home. 

In  the  Nofddeutsche  Allgemeine  Zeitung  (April  10th)  Dr. 
Schulte  argues  that  emigration  after  the  war — especially  to  coun- 
tries which  have  been  at  war  with  Germany — should  be  dis- 
couraged. Whereas  through  emigration  the  percentage  of  those 
requiring  support  at  home  compared  with  that  of  those  who  are 
able-bodied  becomes  less  favourable,  emigrants  should  be  made 
liable  for  the  expense  that  each  has  cost  the  State,  and  thus  con- 
tribute towards  supporting  those  left  at  home  who  are  unable  to 
work.  The  Government  is  also  interested  in  seeing  that  pros- 
pective emigrants  go  to  a  suitable  climate,  so  that  they  do  not 
lose  their  health  and  return  to  their  Fatherland  only  to  be  a 
burden  to  it. 

In  the  Konfektiondr  (April  18th)  it  is  maintained  that  Germany 
must  demand  a  war  indemnity  in  the  shape  of  raw  materials — 
from  America  in  particular.  Professor  Wohltmann,  manager  of 
the  Agricultural  Institute  at  Halle  University,  after  reviewing 
in  detail  the  possibilities  of  various  agricultural  products  from 
abroad,  concludes : — Germany,  then,  is  faced  by  the  danger  of 
becoming  once  again  a  more  or  less  agrarian  State,  and  can 
only  be  saved  from  that  fate  by  a  victorious  peace,  which  would 
make  it  possible  for  her  to  draw  the  necessary  raw  materials  in 
sufficient  quantities  from  her  own  colonies  and  other  overseas 
districts. 

In  the  Wirtschaftszeitung  der  Zentralmdchte  (March  22nd) 
Dr.  Uetrecht  argues  that  in  view  of  the  inevitable  economic  war 
it  will  be  necessary  for  Germany  to  "  penetrate  "  economically  the 
countries  accessible  to  her — the  Balkans,  Black  Sea  districts,  Cau- 
casia, Persia.    It  will  be  necessary  to  create  economic  pioneers — 
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business  men  of  all  sorts — who  will  have  every  facility  given  tbem 
to  go  Eastwards  and  purchase  raw  materials ;  they  must  be  en- 
couraged and  financed.  Money  must  not  be  allowed  to  go  over 
the  Rhine  to  Western  countries.  Under  proper  organisation  the 
Black  Sea  States  will  furnish  Germany  with  their  surplus  com 
and  cattle.  Textiles,  leather,  ores,  timber,  oil  can  be  imported 
and  potash  exported  to  the  Balkans,  the  Ukraine,  etc.,  instead  of 
to  America.  The  first  essential  for  German  trade  prosperity  is 
independence. 

The  Pester  Lloyd  (April  18th)  anticipates  a  great  development 
of  German  trade  with  Bussia.  The  whole  production  of  Bussian 
industries,  as  compared  with  peace  time,  has  fallen  to  about  6  per 
cent.  The  production  of  raw  materials  and  half-finished  goods 
in  the  heavier  industry  has  decreased  to  a  minimum,  for  which 
the  shortage  of  coal  is  mainly  responsible.  Sugar  production  has 
fallen  from  Pud  100  mill,  to  Pud  40  mill.,  and  next  year  will 
hardly  exceed  Pud  20  mill.  The  chemical  industry  is  almost  at 
a  standstill,  and  the  once  famous  chocolate  and  confectionery 
are  no  longer  made.  There  is,  in  fact,  a  shortage  of  everything  in 
Bussia,  and  it  is  necessary  to  make  it  possible  for  far  more  goods 
to  be  imported  than  heretofore.  There  is  a  dearth  of  coal,  zinc, 
manganese,  silicon,  wolfram,  leather,  graphite,  girders,  rails, 
wire  of  all  kinds,  cement,  bricks,  belting,  ropes,  valuable  lubri- 
cants, stuffing,  packing,  industrial  materials,  planes,  milling 
machines,  tools,  files,  hammers,  pickaxes.  Germany  and  Austria- 
Hungary  are  given  a  great  and  new  field  for  exports,  especially 
for  agricultural  implements,  e.g.,  plough-shares,  scythes,  sickles, 
etc. 

In  the  Welthandel  (April  15th)  Dr.  Weber,  a  functionary  of 
the  Imperial  Economy  Office,  develops  a  scheme  for  creating 
economic  offices  for  the  various  branches  of  industry  which  are 
to  be  formed  from  the  representatives  of  trade,  industry  and 
handicrafts  concerned.  Their  main  task  will  be  the  rationing  of 
the  various  business  concerns  when  raw  materials  are  given  out 
and  the  distribution  of  the  masses  of  supplies  of  all  kinds  set  free 
by  the  military  authorities,  for  it  is  of  the  utmost  importance 
that  delivery  should  be  made  to  all  works  alike,  that  no  prefer- 
ence should  be  shown  to  the  larger  concerns,  and  that 
those  business  establishments  that  have  been  closed  down  should 
be  able  to  resume  working  as  soon  as  possible.  Assurances  have 
already  been  given  from  official  sources  that  trade  will  be  com- 
pletely rest<M*ed  to  its  old  activities.  There  is  to  be  no  notion  of 
centralisation,    but   each   individual   will   be   free   to   make   his 
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purchases  himself.  But  at  the  same  time,  Dr.  Weber  argues,  a 
certain  measure  of  control  is  inevitable,  having  regard  to  the 
exchange  and  the  urgency  of  the  demand.  It  is  essential  that 
trade  should  be  at  Uberty  to  make  advance  purchases  in  foreign 
countries  so  far  as  this  is  possible  on  credit.  The  Imperial 
Economy  Office,  says  Dr.  Weber,  gives  the  assurance  that  in 
case  it  should  be  necessary  later  on  to  confiscate  these  advance 
purchases  every  possible  regard  will  be  paid  to  the  interests  of 
the  purchasers,  and  that  they  will  be  repaid  in  full  the  original 
outlay,  together  with  all  expenses,  and  ^ill  be  given  a  bonus  cor- 
responding to  the  risks  they  have  incurred. 

Plutus  for  March  27th  contains  a  severe  criticism  of  a  plan 
proposed  by  D.  A.  Schleimer  for  paying  off  the  German  war  debt, 
the  interest  on  which  he  reckons  at  Mk.5  milliards  (£250  milUons). 
A  new  War  Debt  Bedemption  Office  is  to  be  empowered  to  buy 
back  the  war  loans  and  to  issue  war  debt  loans,  for  use  within  the 
Empire,  to  the  amount  of  the  redeemable  war  loans.  They  will 
count  as  legal  tender  within  the  Oerman  Empire  and  Colonies. 
The  war  loans  will  be  bought  back  with  this  new  money.  The 
previous  holders  can  invest  as  they  wish  the  capital  returned  to 
them  in  this  legal  currency.  The  State  then  has  no  further  in- 
terest to  pay.  The  writer  in  Plutus  estimates  the  annual  charge 
of  the  debt  plus  pensions  as  Mk.l4  milliards  (£700  millions),  im- 
putes to  Schleimer  a  confusion  between  capital  and  money,  and 
concludes  that  the  interest  on  the  war  debt  must  be  paid  in  .the 
traditional  way. 


Official  Papbbs 


Third  Report  of  the  Central  Control  Board  (Liquor  Traffic). 
[Cd.  8558.]  Qd.  The  decrease  in  convictiona  for  drunkenness,  not 
only  of  men — which  might  have  been  attributed  to  the  wittidrawal  of 
men  for  the  Army — but  also  of  women,  testifies  to  the  beneficial  effect 
of  the  Board's  work,  which  is  reviewed  in  detail. 

Fifty-third  Annual  Report  of  the  Registrar-Ocneral  for  Ireland. 
[Cd.  8647.]  9d.  The  marriage  rate,  5-18  per  1,000  of  population, 
for  1916  was  below  the  average  of  the  decade  1906-1915.  The  birth- 
rate, 21*1  per  1,000  and  the  death-rate  16'46,  were  also  each  below 
the  corresponding  average  for  the  previous  decade. 

Census  of  England  and  Wales.  Vol.  XIII.  **  FertiUty  of 
Marriage."  [Cd.  8678.]  1917.  4«.  The  volume  contains  only 
tables,  the  interpretation  of  which  is  deferred  till  after  the  war. 

Tables  relating  to  the  Trade  of  British  India  with  the  British 
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Empire  and  Foreign  Countries,  1911-12  to  1915-16.  [Cd.  8910.] 
An  abstract  of  the  annual  statements  issued  in  India. 

Statistical  Tables  relating  to  Banks  in  India.  (No.  401.)  The 
third  issue  of  the  series. 

Final  Report  of  the  Committee  on  Commercial  and  Industrial 
Policy  after  the  War.  [Cd.  9036.]  9d.  Recapitulating  interim 
reports,  the  Committee  make  numerous  recommendations,  of  which 
only  a  few  compressed  specimens  can  be  noticed  here.  The  present 
prohibition  of  imports  from  enemy  countries  should  be  continued  for 
at  least  twelve  months  after  the  ^ar.  As  to  the  supply  of. cotton 
and  other  materials,  it  is  advisable  that  the  Empire  should  he  capable 
in  an  emergency  of  being  self-sufficient.  Aliens  are  to  be  admitted 
to  do  business  in  this  country  (with  some  precautions).  Combina- 
tions among  manufacturers  are  approved  of,  and  should  be  legalised. 
The  control  of  capital  issues  should  be  relaxed  after  the  war. 
Saving  should  be  promoted  by  taxation  of  wasteful  consumption. 
The  inoome-tax  requires  to  be  reformed.  "Dumping"  must  be 
prevented,  possibly  by  measures  like  those  enacted  by  Canada,  and, 
recently,  the  United  States.  Alive  to  the  importance  of  not  dis- 
couraging British  exports  by  increasing  the  cost  of  imported 
materials,  the  Committee  would  confine  protection  by  means  of 
Customs  duties  to  (1)  "  key  "  or  **  pivotal  "  industries;  and  (2)  some 
others  essential  to  economic  strength.  Such  protection  is  not  to  be 
accorded  until  after  a  searching  examination  by  a  competent  and 
independent  authority ;  for  the  constitution  of  which  suggestions  are 
offered.  Preferential  treatment  should  be  accorded  to  the  Overseas 
Dominions  and  Possessions  in  respect  of  any  Customs  duties  now 
or  hereafter  to  be  imposed  in  the  United  Kingdom.  Many  of  the 
conclusions  are  negative ;  for  instance,  against  an  Imperial  Develop- 
ment Board,  an  Imperial  Bank  of  Industry,  a  comprehensive  tariff 
scheme  covering  all  imports,  the  metric  system,  and  decimal  coinage. 


OBmiARY — Lord  Courtnby  of  Pbnwith] 

The  Royal  Economic  Society  has  to  lament  the  loss  of  one  of 
its  Vice-Presidents  by  the  death  of  Tjord  Courtney  on  May  11th, 
1918,  in  his  eighty-sixth  year. 

Bom  at  Penzance  on  July  6th,  1832,  Leonard  Henry  Courtney 
became  a  scholar  of  St.  John's  College,  Cambridge,  in  1851,  was 
Second  Wrangler  and  bracketed  equal  with  the  Senior  Wrangler 
as  Smith's  Prizeman  in  1865,  a  Fellow  of  his  College  in  1856, 
joined  the  staff  of  The  Times,  and  sat  for  twenty-four  years,  from 
1876,  in  the  House  of  Commons  as  Member  for  Liskeard  until  1885, 
and  then  for  the  larger  constituency  of  Bodmin  in  which  Liskeard 
No.  110.— VOL.  xxvra.  b 
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had  been  merged.  He  was  in  turn  Under-Secretary  for  the  Home 
Department,  for  the  Colonies,  Financial  Secretary  to  the  Treasury, 
and  Deputy  Speaker  of  the  House  of  Commons,  and  was  created 
a  peer  in  1913. 

This  is  not  the  place  in  which  to  discuss  his  poUtical  views  and 
career,  or  his  volume  on  The  Working  Constitution  of  the  United 
Kingdom  and  its  Outgrowths,  1901,  but  mention  should  be  made 
of  his  services  on  the  Royal  Commissions  on  Labour,  Indian  Ex- 
penditure, the  Amalgamation  of  the  City  and  County  of  London, 
Lighthouse  Dues,  and  Oold  and  Silver,  on  which  his  economic 
studies  stood  him  in  good  stead. 

In  1860  he  published  a  pamphlet  on  Direct  Taxation  in  which 
he  severely  criticised  Babbage,  G.  W.  Henmiing,  John  Stuart 
Mill,  and  John  Bright,  and  maintained  that  capitalisation  of  the 
value  of  property  was  the  only  just  and  practicable  method  of 
assessment  for  direct  taxation.  In  1868  he  read  a  paper  on  the 
Finances  of  the  United  States,  1861-67,  before  the  Royal  Statis- 
tical Society,  of  which  he  subsequently  became  President.  For 
a  brief  interval  (1872-75)  he  filled  the  Chair  of  Political  Economy 
at  University  College,  succeeding  his  friend  Cairns,  and  preceding 
Jevons.  He  contributed  the  section  on  Finance  to  Mr.  Hum- 
phry Ward's  Reign  of  Queen  Victoria,  1887,  and  supported  the 
cause  of  international  bimetallism  by  speech  and  pen.  Hia  interest 
in  economics  was  maintained  to  the  end.  The  Political  Economy 
Club  had  few  more  faithful  members.  Elected  in  1869,  he  was 
the  doyen  of  the  Club  at  the  time  of  his  death.  It  is,  perhaps, 
pardonable  to  quote  from  the  diary  of  Henry  Sidgwick  under  the 
date  of  March,  1885,  "  Went  up  yesterday  to  the  Political 
Economy  Club.  .  .  .  Thorold  Rogers  knows  a  little  and  thinks 
he  knows  all  there  is  to  be  known.  Courtney  knows  a  good  deal 
in  his  old-fashioned  style  and  must  be  confirmed  in  his  economic 
orthodoxy  by  his  justifiable  consciousness  of  his  superiority  to 
almost  everyone  else  there.*'  Of  late  years  he  intervened  lees 
frequently  in  discussion,  but  never  failed  to  show  the  clear,  logical, 
impartial  and  independent  judgment  which  was  one  of  his  strong 
characteristics. 

Those  who  knew  Lord  Courtney  well  loved  and  admired  him 
most.  From  the  frailties  and  follies  of  human  nature  he  seemed 
immune,  and  with  his  unswerving  devotion  to  the  truth  as  be  saw 
it  he  neither  suffered  fools  gladly  nor  allowed  personal  loyalty  to 
bias  his  opinion.  It  was  perhs^s  characteristic  of  a  Philosophicai 
Radical  who  had  known  Babbage,  and  John  Mill,  and  Macaulay, 
and  other  infant  prodigies  of  the  Victorian  age,  that  he  asked 
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me  in  my  twelfth  year  whether  I  had  begun  to  study  Political 
Economy — a  question  which  n  ade  me  resolve  to  do  so  in  later 
life.  The  charge  of  insularity  which  is  (or  was)  levelled  against 
the  Englishman  is  intensified  in  the  peninsularity  of  the  natives 
of  Cornwall.  Lord  Courtney  was  so  devoted  to  his  county  that  his 
nearest  friend  once  interrupted  us  in  a  conversation  with  :  "  I 
know  what  you  two  are  saying — '  I  am  a  Comiahman.  Thou  art 
a  Comishman.  He  is  not  a  Comishman  ! '  '*  Let  his  el^y  be  : 
The  last  great  Comishman  is  low. 

Lord  Courtney  married  in  April,  1883,  Miss  Catherine  Potter, 
a  sister  of  Mrs.  Sidney  Webb.  Lady  Courtney's  interest  in  the 
dwellings  of  the  poor  and  in  other  social  problems  contributed  to 
make  her  an  invaluable  helpmeet  to  one  whose  fortitude  shone 
the  more  imder  the  affliction  of  partial  blindness  which  he  bore 
with  the  bravery  of  his  friend  Fawcett,  and  which  he  did  not 
allow  to  prevent  him  from  keeping  abreast  with  the  life  of  the 
day  in  literature,  art,  and  politics.  His  funeral  oration  over 
Herbert  Spencer  might  well  be  spoken  anew  of  himself.  Unlike 
Spencer  he  had  a  saving  sense  of  humour  and  a  vein  of  tender- 
ness. He  lived  a  full  and  fruitful  and  inspiring  life.  In  a  letter 
to  me  shortly  before  his  death  he  described  himself  a8  "  a  lagging 
veteran."  But  the  end,  when  it  came,  was  all  too  sudden.  We 
have  lost  a  great-minded  and  great-hearted  man. 

Henry  Hk.gs 


Current  Topics. 

The  following  have  been  elected  to  membership  of  the  Boy  a  I 
Economic  Society  : — 

Beltran,  P.  G.  Mookerjee,  N.  N. 

Boag,  H.  National  Bank  of  Commerce, 

Carter,  S.  New  York. 

Cravath.  P.  D.  Nelson,  C.  H. 

Croll,  G.  (life).  Rushforth,  F.  V.  (life). 

Datta,  S.  Seeger,  L. 

Edmonds,  J  Shields,  B.  F. 

Edwards,  J.  P.  Smallwood,  R.  C. 

Eybers,  G.  van  W.  Smith,  A.  D. 

Gay,  Jules.  Springer,  L. 

Grant,  J.  C.  Thompson,  W.  H.  N. 

Inouye,  S.  Troy,  M.  P. 


James,  A.  Ward,  J.  8.  M. 

Johnson,  Capt.  G.  B.  Welch,  H.  J. 
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The  following  have  been  admitted  to  library  membership:  — 

University  College  Library,  Cork ;  Forman  Christian  College 
Library,  Lahore ;  Ministry  of  Commerce  Library,  Paris. 


The  Society's  Annual  Meeting  was  held  at  9,  Adelphi  Ter- 
race, at  2.30  p.m.  on  Wednesday,  May  15th,  the  Treasurer,  Mr. 
Alfred  Hoare,  being  in  the  Chair.  The  accounts  submitted  for 
the  year  1917  showed. a  surplus  of  income  over  expenditure  amount- 
ing to  £315  as  compared  with  £365  in  the  previous  year.  The 
Secretary's  Report  showed  that  fifty-two  new  Fellows  were  elected 
during  the  year  against  forty-three  lost  by  death,  resignation,  or 
default,  the  number  of  Fellows  and  Library  Members  on  Decem- 
ber 31st,  1917,  being  799. 


The  Industrial  (War  Inquiries)  Branch  of  the  Board  of  Trade 
is  from  henceforth  to  be  merged  in  the  new  General  Economic 
Department  of  the  Board  of  Trade,  except  so  far  as  statistical  work 
is  transferred  to  the  Statistical  Department  of  the  Industrial  (War 
Inquiries)  Branch.  Dr.  Clapham  is  Deputy  Director,  and  he  has 
arranged  to  give  the  whole  of  his  time  to  this  and  his  other  duties 
at  the  Board  of  Trade  until  the  end  of  the  war.  Professor  Pigou 
is  also  engaged  for  a  large  part  of  his  time  on  special  work  in  the 
same  office.  All  economists  will  welcome  the  establishment  at 
the  Board  of  Trade  of  the  General  Economic  Department,  which 
has  been  placed  in  charge  of  Professor  Chapman,  who  has  resigned 
his  Chair  at  the  University  of  Manchester  to  take  up  his  new 
duties.  The  new  department  was  thus  referred  to  in  the  official 
paper  describing  the  reorganisation  of  the  Board  of  Trade  : — 
*'  In  addition  to  the  above  departments  charged  with  dealing  with 
special  groups  of  subjects,  a  new  and  important  section  will  be 
created  under  the  title  of  *  General  Economic  Department  *  for 
the  purpose  of  assisting  the  Permanent  Secretary  in  relation  to 
questions  involving  economic  policy,  especially  those  which,  owing 
to  their  generality  or  novelty,  extend  beyond  the  sphere  of  any 
special  department.  In  the  near  futiu'e  it  is  certain  that  ques- 
tions of  this  nature,  often  of  the  greatest  importance,  will  con- 
tinually arise  and  need  careful  watching  and  handling,  especially 
in  their  earlier  stages.  The  new  section  will  supply  the  necessarj- 
(organisation  for  this  purpose.  It  will  (inter  alia)  take  over  any 
of  the  duties  of  the  temporary  *  Industrial  (War  Inquiries)  Branch' 
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of  the  Board  of  Trade  which  are  not  transferred  to  the  Statistical 
Department.  The  section  will  have  no  executive  functions  but 
will  be  charged  with  the  duty  of  systematically  studying  the 
general  economic  position  of  the  country  and  the  problems  arising 
therefrom.** 


The  Chancellor  of  the  Exchequer  announced  on  March  2l8t, 
1918,  that  he  had  appointed  a  Committee  with  the  following  terms 
of  reference  : — To  inquire  into  and  reix)rt  upon  :  (1)  the  actual 
increase  since  June,  1914,  in  the  cost  of  living  to  the  working 
classes,  and  (2)  any  counterbalancing  factors  (apart  from  increases 
of  wages)  which  may  have  arisen  under  war  conditions.  The  Com- 
mittee is  constituted  as  follows  : — Lord  Sumner  (Chairman), 
Professor  Sir  William  Ashley,  Professor  A.  L.  Bowley,  Mr.  W. 
Coggan,  Mrs.  Knowles,  D.Litt.,  Mr.  J.  J.  Mallon,  Mrs.  Pember 
Reeves,  Mr.  Newton  E.  Smith.  Mr.  J.  S.  Eagles  (Latymer 
House,  Piccadilly)  is  acting  as  secretary.  The  appointment  of  this 
Committee  is  in  accordance  with  the  Second  Report  of  the  Select 
Committee  on  National  Expenditure  (ordered  to  be  printed 
December  13th,  1917).  That  Report  devoted  considerable  atten- 
tion (§§  16-33)  to  the  relations  between  expenditure  and  prices; 
expressed  the  opinion  that  "  the  extent  to  which  the  cost  of 
living  has  in  fact  increased  does  not  appear  to  have  been  ascer- 
tained with  any  certainty  ** ;  and  definitely  recommended  that  an 
inquiry  should  be  set  on  foot  of  the  scope  now  indicated  in  the 
new  Treasurv  Committee's  terms  of  reference. 


It  was  announced  on  April  3rd,  1918,  that  the  Agricultural 
Wages  Board  had  appointed  a  Committee  to  inquire  into  the 
financial  results  of  farming  and  market  gardening,  and  the  cost 
of  living  as  affecting  rural  workers,  under  present  conditions. 
It  consists  of  six  members  of  the  Wages  Board  :— Sir  Henry 
Rew  (Chairman),  Mr.  George  Dallas,  Mr.  F.  W.  Neame,  Mr. 
C.  S.  Orwin,  Mr.  R.  R.  Robbins,  Mr.  R.  B.  Walker;  and  of 
three  co-opted  members  : — Professor  Sir  WilUam  Ashley,  Mr. 
W.  Gillies,  Statistical  Secretary  to  the  Labour  Party,  Professor 
W.  Somerville,  Professor  of  Rural  Economy  in  the  University  of 
Oxford. 

Mr.  A.  W.  Ashby  and  Captain  Proby  will  act  aa  jomt  secre- 
taries (Agricultural  Wages  Board,  80,  Pall  Mall,  London,  W.l). 
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PBOPB880B  Sir  William  Ashley  writes: — "A  decision  has 
recently  been  arrived  at  by  the  University  of  Birmingham  which 
may  prove  of  considerable  imp(»i»nce.  It  is  to  establish  a  new 
B.A.  degree  for  students  who  desire  to  make  a  special  study  of 
Social  and  Political  Science.  Such  students,  having  passed  the 
intermediate  examination  will  be  allowed  to  select  their  second 
and  third-yea^  courses  for  the  degree  of  B.A.  so  as  to  include  as 
principal  subjects  (studied  for  two  years)  Moral,  Social,  and  Polit- 
ical Philosophy  and  Economics.  As  subsidiary  subjects  (studied 
for  one  year)  they  must  offer  British  Institutions  and  two  of  the 
following  : — General  European  History,  Methods  of  Statistics 
and  Industrial  Law  (as  one  subject),  English  Literature,  French, 
German,  and  the  History  of  Education.  The  requirements  for 
the  degree  have  been  planned  so  as  to  make  it  suitable  for  those 
who  wish  simply  to  fit  themselves  for  the  duties  of  political  life, 
and  for  an  active  share  in  local  administration.  It  is  hoped,  also, 
that  the  degree  will  be  attractive  to  many  of  those  who  look  for- 
ward to  careers  as  teachers ;  as  a  means  of  fitting  themselves  to 
give  that  instruction  in  the  duties  of  citizenship  which  is  sure  to 
be  called  for  in  our  schools  when  continuaticm  courses  have  be- 
come compulsory.  Moreover,  the  degree  will  be  very  suitable  for 
those  who  wish  to  prepare  themselves  for  *  social  work  *  of  a  pro- 
fessional character.  Nothing  could  be  more  appropriate  for  those 
who  hope  to  become  factory  inspectors,  municipal  officials,  welfare 
supervisors.  Employment  Exchange  officers,  and  the  hke,  than 
the  B.A.  in  Social  and  Political  Science,  followed  by  a  year  of  the 
practical  training  aheady  organised  by  the  University  in  connection 
with  its  Social  Study  Diploma." 


The  Society's  (Correspondent  in  South  Africa  writes  to  the 
Editor  as  follows  : — 

"  Sir, — Everyone  who  attempts  to  deal  with  the  economic 
future  is  bound  to  take  into  account  the  probable  rate  of  interest : 
there  is,  perhaps,  no  single  factor  of  so  great  importance.  For 
instance,  Mr.  Bickerdike,  in  his  instructive  article  on  British 
agriculture,  gives  due  weight  to  it.  But  sound  as  is  his  reasoning, 
his  conclusions — or  anyone  else's — are  liable  to  be  entirely  falsified 
owing  to  the  uncertainty  of  one  premiss.  He  suggests  that  a  bad 
exchange  situation  will  arise  owing  to  excessive  importation,  lead- 
ing to  a  long-continued  high  bank-rate,  and  a  slump  in  trade. 

"  But  it  all  depends  on  a  factor  that  is  not  so  much  economic  as 
psychological.    Will  the  public  continue  to  economise?    At  present 
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they  are  saving  far  more  than  before  the  war;  not  enough,  per- 
haps, but  still  it  must  be  nearly  three  times  as  much»  in  terms 
of  money,  to  lend  to  the  Government  as  they  are  doing.  Instead 
of  the  estimated  j£m400  of  peace-time  saving,  there  would  now 
be  at  least  £ml,000  if  it  were  not  being  blown  away  in  gun- 
powder. If  after  the  war  this  rate  of  saving  were  maintained 
there  would  be  abundance  of  floating  capital,  the  shortage  of 
ships,  railway  plant,  and  houses  would  soon  be  made  up,  and 
difficulties  would  disappear  like  magic.  But  if  the  rate  of  saving 
drops  to  the  old  level  or  below  it,  then  the  worst  forecasts  of  bad 
trade  and  industrial  troubles  are  likely  to  be  verified. 

"  Of  course,  the  situation  will  depend  on  the  action  of  the 
whole  world  in  this  matter,  but  England,  next  to  America,  is  still 
the  most  important  country.  What  are  the  people  likely  to  do? 
Living  far  away  as  I  do  I  cannot  even  form  an  opinion.  It  would 
be  most  interesting  if  some  of  your  readers  would  discuss  the 
point.  The  only  contribution  I  can  make  is  to  say  that  in  the 
unimportant  Colony  of  South  Africa  prosperity  is  so  great,  on 
account  of  the  war,  that  accumulation  is  rapid,  and  the  rate  of 
interest  rather  lower  than  in  England  just  now,  and  there  seems 
no  reason  why  this  state  of  things  should  not  continue  for  some 
time  after  the  war. 

"  R.  A.  Lbhfeldt." 

Johannesburg,  February,  1918. 


Economists,  especially  those  who  cultivate  the  science  of 
wealth  for  the  sake  of  its  bearing  upon  ham  %Q  Wilficd,  have  suffered 
a  heavy  loss  by  the  death  of  Sidney  Ball.  We  have  unfortunately 
been  unable  to  prepare  an  adequate  description  of  Ball's  varied 
economic  activities  in  time  for  insertion  in  the  present  number 
of  the  Economic  Journal.  We  may  at  least  recall  gratefully  his 
services  to  the  Joubnal.  The  reviews  with  which  he  enriched 
our  pages  and  those  of  the  Economic  Review  form  part  of  his 
claim  to  be  remembered.  In  these  critical  writings  he  sometimes 
allows  to  appear,  incidentally  and  unobtrusively,  views  of  his  own 
more  valuable  than  the  opinions  which  he  lucidly  analyses.  Thus, 
Sorel's  doctrine  of  violence  /reviewed  1916)  seems  rather  futile ; 
while  Bairs  criticism  teaches  a  lesson  needed  by  economic  contro- 
versialists that  there  may  be  a  "  soul  of  goodness  **  in  tenets  that 
are  primA  facie  absurd.  Blind  defiance  of  economic  reasoning  was 
no  part  of  the  Socialism  which  Ball  ardently  advocated.  Bather 
he  agreed  with  IxMia  that  "  Sociology  can  only  exist  and  can 
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only  attain  to  the  dignity  of  an  exact  science  by  taking  as  its 
point  of  departure  the  analysis  of  the  economic  fact."  As  showing 
his  appreciation  of  abstract  reasoning,  with  some  doubt  as  to  its 
usefulness,  or  at  least  as  to  the  utility  of  its  last  refinements,  hie 
remarkable  review  (in  the  Economic  Review)  of  Professor  Pigou's 
Wealth  and  Welfare  may  be  mentioned.  Stimulating  as  were 
Ball's  writings  on  economic  topics,  he  exercised  an  even  more 
useful  influence  as  a  teacher,  and  as  the  promoter  of  various 
institutions  directed  to  the  increase  of  social  welfare.  The  first 
meeting  for  the  formation  of  Toynbee  Hall  was  held  in  Ball* 8 
rooms ;  likewise  the  first  meeting  for  the  formation  of  Bamett 
House.  Ruskin  College,  too,  is  much  indebted  to  his  fostering 
care.  Most  truly  has  the  Chancellor  of  the  University  of  Oxford 
written,  in  the  course  of  an  appreciative  tribute  to  the  memory 
of  Sidney  Ball :  "  There  was  no  good  cause  in  the  University  with 
which  he  was  not  identified,  no  reasonable  and  liberal  aspiration 
which  he  did  not  labour  to  promote."  To  cite  another  authorita- 
tive witness,  one  who  enjoyed  the  friendship  of  Ball  from  under- 
graduate days,  and  now  writes  of  his  lost  friend  (in  the  Oxford 
Magazine,  over  the  unmistakable  initials  "  L.R.P.")  : — "  The 
first  years  after  his  degree  were  spent  almost  entirely  in  arduous 
original  study,  both  of  metaphysics  and  of  economics.  Soon  after 
he  began  his  career  as  Fellow  of  St.  John's  he  felt  the  attractions 
of  the  Socialist  movement,  and  his  centre  of  gravity  shifted  some- 
what from  the  purely  theoretic  to  the  more  practical  speculation 
and  thought.  His  wide  study  and  observation  of  social  life  and 
problems  convinced  him  of  the  weakness  and  dangers  latent  in 
much  of  our  social  structiu-e ;  also  his  deep  human  sympathies  im- 
pelled him  towards  the  main  movements  of  educational  philan- 
thropy." 
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Journal  of  the  Royal  Statistical  Society, 

March,  1918.  Urban  Houeina  Problems.  J.  Calvebt  Spenslby. 
The  decline  in  the  rate  of  building  and  the  cause  thereof,  the 
growth  of  population,  the  provision  of  housing  after  the  war,  and 
other  aspects  of  the  subject,  are  considered  in  the  paper  and 
the  subsequent  discussions.  The  War  Statistica  of  Poland  and 
Lithuania,  Oboffrby  Deaqe.  An  exhaustive  demographic 
study.  Mathematical  Representation  of  Statiatica.  Prof.  F.  Y. 
Edobworth.  a  reply  to  criticisms.  Wholesale  Pricea  of  Com- 
moditiea,  Editoe  of  The  Statiaft,  The  Sauerbeck  index  number 
for  1917  was  174,  relative  to  the  period  1867-77.  (The  corre- 
sponding figure  for  each  of  the  years  1912,  1918,  1914  was  85.) 

The  Nineteenth  Century, 

March,  1918.  Capital  and  General  Progreaa,  \V  H.  Mallock. 
With  reference  to  Lord  Leverhulme's  optimistic  statements  in 
The  Obaerver  of  January  20th,  1918,  reforms  required  for 
realising  his  hopes  are  proposed.  The  Paat  and  Future  of  RaiU 
waya,  J.  H.  Balpour-Browne.  Referring  to  the  evils  of  the 
competitive  past,  the  writer  advocates  the  purchase — but  not 
the  operation— of  railways  by  the  State. 

April,  1918.  Coal,  Iron,  and  the  Domination  of  the  World. 
J.  Ellis  Barker.  The  connection  between  the  two  minerals 
and  domination  is  illustrated  by  statistics.  The  Revival  of 
Village  Social  Life.     Viscountess  Barrinoton. 

May.  Britain *«  True  Wealth  and  the  Unimportance  of  War  Debt, 
J.  Ellis  Barker.  "  The  riches  of  the  British  Empire  are 
gigantic  beyond  all  conceptions,  and  are  absolutely  unfathom- 
able." Food  Money.  Frank  Morris.  Rationing  the  amount 
of  money  spent  on  food,  rather  than  the  amounts  of  each  food, 
is  advocated  as  affording  among  other  advantages  greater  free- 
dom of  choice,  encouragement  of  producUon,  and  discourage- 
ment of  maximum  prices.  Co-partnerahif  versus  Labour  un- 
reat.  Neville  Priestley  (Managing  Director  of  the  South 
Indian  Railway  Company). 

Contemporary  Review, 

March,  1918.  A  Levy  on  Capital  after  the  War.  F.  W.  Pethick 
Lawrence.  The  revenue  required  being  at  least  £700,000,000, 
and  the  revenue  obtainable  from  taxation  at  present  rates,  with- 
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out  the  excess  profits  tax,  £420,000,000,  the  gap  bad  best  be 
filled  by  a  levy  on  capital  of  three  classes :  (1)  Desired  by  the 
State  for  other  reasons — e.g.,  perhaps  railways;  (2)  held  by  the 
State  for  the  sake  of  income — e.g.,  trustee  securities ;  (8)  accepted 
as  security  for  ultimate  payment  in  other  ways.  A  suggested 
graduation  from  1  per  cent,  to  11  per  cent,  would  bring  in  about 
£900,000,000.  To  pay  of!  the  whole  debt  the  percenta^fes  would 
have  to  be  multiplied  by  seven. 
April,  1918.  The  Deficit  Ahead.  Sir  Charlks  Mallet.  A  levy 
on  capital  would  discourage  saving,  and,  unless  exceeding  10 
per  cent.,  would  only  extinguish  a  fourth  part  of  the  debt.  "  It 
might  leave  us  with  a  7a.  6df.  income  tax,  and  an  uneasy  feeling 
that  it  had  not  been  worth  while."  Sinn  Fein  and  Labour  in 
Ireland.    Michael  Macdonaoh. 

The  Fortnightly  Review. 

April,  1918.  Women  and  the  Civil  Service.  Elizabeth  8. 
Haldanb.  Agriculture  after  the  War.  E.  Upson.  With 
special  reference  to  discharged  soldiers,  small  holdings  are  advo- 
cated on  grounds  of  social  welfare  as  well  as  economic  progress. 

May.  Profiteering.  J.  H.  Balfour-Browne,  K.C.  The  enterprise 
of  the  adventurer — ^well  distinguished  from  interest  and  the 
wages  of  superintendence — is  a  requisite  for  production.  Like 
copyright  and  patent  laws,  profits  are  necessary,  but  should 
be  limited. 

Better  Business  (Dublin). 

February,  1918.  Report  of  a  Bacteriological  Investigation  of  the  City 
of  Dublin  Milk  Supply.  Dr.  Houston.  The  greater  part  of  the 
supply  is  foimd  to  fall  short  of  a  reasonable  standard  of  purity. 
Farmers*  Associations.  J.  E.  Geoohegan.  Agricultural 
Traders.  B.  N.  Tweedy.  Hodgson  Pratt  and  his  Memorial. 
J.  J.  Dent.  An  account  of  the  philanthropic  co-operator  and  of 
the  Society,  which,  in  memory  of  Hodgson  Pratt,  provides  for 
essay  prizes,  travelling  scholarships,  and  like  purposes.  Labour 
Conditions  in  Dublin  and  the  Coming  Revolution.  I.  That 
the  conditions  are  alarming  is  established  by  instances  of 
budgets  compiled  by  the  Leo  Ouild  in  the  spring  of  1917  for 
families  and  women  working  independently,  with  reference  to 
the  cost  of  living.  While  £2  would  be  required  for  a  married 
man  with  three  children  to  live  healthily,  the  average  for  four 
families  of  that  size  was  only  SOs.  3d.  The  average  income  of 
working  women  is  appallingly  small. 

Indian  Journal  of  Economics  (Allahabad). 

January,  1918.  The  Art  of  Economic  Development.  Part  I. 
H.  Stanley  Jevons.  The  Study  of  Rural  Economics  in  South 
India.  Gilbert  Slater.  The  Relcetion  between  Interest  and 
Discount.    D.  A.  Barker. 


Quarterly  Journal  of  Economics  (Cambridge,  Mass.). 

lUARY,  1918.     The  Fertiliser  Needs  of  the  United  States.    H.  J. 
Wheeler.     The  Government  and  the  Newsprint  Paper  Manu- 
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facturera,  E.  O.  Merchant.  Our  Large  Change,  The  de- 
nomination of  the  currency.  E.  E.  Aoobr.  The  Pounderg,  the 
Moldcrs,  and  the  Molding  Machine,  Maroarbt  L.  Stscker. 
French  Eailway  War  Finance,  8.  E.  Howard.  Labour  Prob- 
lem$  in  the  UnHed  Statee  during  the  War,     L.  B.  Wehle. 

The  American  Economic  Review  (Cambridge,  Mass.). 

March,  1018.  State  Market  Commis$ion  of  CiAifomia.  Carl 
Pi^HN.  Price  Maintenance.  H.  R.  Tosdal.  The  Overdraft 
Evil,  N.  R.  Whithey.  Qovemmeni  Control  of  the  Wheat 
Trade  in  the  United  8tate$,  W.  M.  Dunrus.  MandeviUe  in 
the  Twentieth  Century.  S.  N.  Pattens.  The  views  of  Prof. 
Seligman  and  others  upon  war  finance  are  controverted. 

A  Supplement  to  the  Review  contains  the  Proceedings  of  the 
Thirteenth  Annual  Meeting  of  the  American  Economic  Associa- 
tion (Deoember,  1917).  Among  the  subjects  discussed  thereat 
were  taxes  upon  incomes  and  excess  profits,  the  future  of  inter- 
national law»  employment  and  the  war,  money  and  prices  with 
reference  to  war  finance  (papers  read  by  Prof.  B.  M.  Anderson, 
who  advocated  price-fixing,  and  by  Prof.  Irving  Fisher). 

Political  Science  Quarterly  (New  York). 

March,  1918.  The  War  Revenue  Act,  E.  R.  A.  Sblioman.  The 
Act  of  October  8rd,  1917,  which  added  at  a  stroke  over  two  and 
a  half  billions  (£500,(XX),000)  to  the  revenue,  is  examined  and 
found  to  possess  some  removable  defects  along  with  lasting 
advantages. 

Journal  of  Political  Economy  (Chicago). 

January,  1918.  Economics  and  Modem  Piycholoau.  I.  J.  M. 
Clark.  The  Price  System  and  Social  Policy.  W.  H.  Hamil- 
ton.    The  Function  of  Economic  Theory,     C.  E.  Ayres. 

Fbbruary,  1918..  Export  Trade  Problcma.  W.  Notz.  The  War's 
Effect  on  Enalish  Trade  Unions.  O.  Tead.  Economics  and 
Modem  Psychology.  II.  J.  M.  Clark.  The  Economic 
Function  of  Common  Law.     Homer  Hoyt. 

March.  The  Place  of  Value  Theory  in  Economics.  W.  H.  Hamil- 
ton. The  Waiting  Period  in  American  Compensation  Acts. 
I.  M.  RuBiNow.  Mechanical  Evolution  and  Changing  Labour 
Types.  C.  Reitell.  The  Transcontinental  Rate  Structure. 
Paul  D.  Converse. 

The  Annals  of  the  American  Academy  of  Political  and  Social 
Science  (Philadelphia). 

March,  1918.  This  number  is  devoted  to  War  Adjustments  in  Rail- 
road Regulation. 

Bureau  of  Labour  Statistics  (Washington). 

Among  recent  publications  may  be  noticed  Wages  and  Hours  of 
Labour  in  the  Iron  and  Steel  Industry  (October,  1917),  Retail 
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Prices  from  1907  to  December,  1916  (November,  1917),  and  a 
corresponding  volume  on  Wholesale  Prices.  Tbe  Monthly 
Review  continues  to  form  a  useful  guide  and  companion  to  the 
publications  of  the  Bureau. 


Journal  des  Economistes  (Paris). 

January,   1918.     Le  Marche  Douanier  en  1917.     A.   Raffalovich, 

Les  nouvelles  dispositions   hudgetaires  pour  1918.     E.  Faxxk. 

Les  Caisses  d'Epargne  et  la  Ouerre,     G.  de  Nouvbon. 
Febbuary.     L'Annee    dconomique    et    financiire    en    Autriche,     A. 

Rapfalovich.     L' Industrie  textile  frangaise  pendant  la  Ouerre, 

A.    Pawlowski.     Le    nationcAisme    dconomtque    en    Espagne. 

R.  Marvaud. 
March.       La     Banque      d' Angleterre .       A.      Raffalovich.       Le 

Budget   des   Services    Civils    de    VExercice    1918.     E.    Falck. 

La  Concurrence  Internationale  et  la  Ouerre,     Fernand-Facq. 
April.     Projets  de  reorganization  economique  de  la  France.     Yves 

GuYOT.     Le    prochain    Budget    britanniquc,    1918.     W.    M.    J. 

Williams.    L'enquetc  parlementaire  sur  les  depenses  puhliques 

en  Angleterre,     A.  Raffalovich. 


U Economiste  FratK^ais    (Paris). 

M.  Edouard  Pay  en  continues  his  interesting  series  of  studies  on 
important  articles  of  commerce.  Those  recently  noticed  present 
in  general  the  common  attribute  of  rise  in  price  and  shortage  of 
supply.  For  instance,  the  European  supply  of  raw  silk  has 
fallen  off  since  1915,  while  the  price  has  been  more  than  doubled. 
To  that  rise  there  contribute  tne  cost  of  transportation  and  the 
distraction  of  foreign  exchanges — a  variety  of  factors  not 
encouraging  to  those  who  think  it  a  simple  matter  to  fix  prices 
by  decree.  The  high  price  would  probably  have  checked  the 
demand  for  silk,  but  that  it  has  been  wanted  as  a  substitute  for 
wool  and  cotton.  The  price  of  cotton,  too,  is  about  double  what 
it  was  before  the  war.  The  author  does  not  connect  the  general 
rise  of  prices  with  conditions  aflfecting  the  supply  of  money.  He 
simply  records  that  the  production  of  gold,  which  reached  its 
highest  point,  in  value  .  about  £94,000,000,  was  less  in 
1917  by  more  than  two  million  ounces.  Among  other  metals 
may  be  mentioned  platinum,  of  which  the  price  has  more  than 
doubled  since  1914.  In  the  use  of  the  metal  for  ornament,  the 
high  price  has  acted  rather  as  a  spiur  than  a  check  to  consump- 
tion, owing  to  the  kind  of  **  snobisme  "  which  prefers  expensive 
jewellery.  The  troubles  of  Russia  have  greatly  restricted  the 
production  of  platinum.  The  supply  of  manganese,  so  important 
m  the  manufacture  of  steel,  is,  fortunately,  more  diversified. 
The  record  in  respect  of  high  prices  seems  to  belong  to  paper, 
and  tbe  materials  from  which  it  is  made.  Recent  prices  for 
ten  different  kinds  of  paper  in  France — papier  de  journal,  papier 
a  icrire,  etc. — compared  with  mean  prices  before  the  war,  show 
on  an  average  (the  median)  a  rise  of  500  per  cent.  The  price  of 
printing  paper  in  England  has  trebled. 
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Le  Musfe  Social  (Paris). 

January,  1918.  La  guerre  et  Ui  repopulation.  J.  Courmont.  The 
retardation  of  toe  French  population  in  compariBon  with  other 
nations  is  exhibited  statistically;  and  the  '  science  of  pueri- 
culture  *'  is  prescribed  among  remedies. 

De  Economist  (La  Hague). 

Fkbruary  and  March,  1918.  These  numbers  are  largely  concerned 
with  monetary  questions.  The  views  of  Dr.  Verrun  Stuart 
concerning  the  future  of  gold  expressed  in  a  recent  discourse 
are  summarised  by  Dr.  U.  Bordbwuk.  Dr.  Veerijn  Stuart 
himself  contributes  an  elaborate  appreciation  of  the  new  theory 
of  money  contained  in  Liefmann  s  Qeld  und  OM,  approving 
that  author's  dissent  from  the  quantity  theory,  and  some  but 
not  all  of  his  other  views.  O.  M.  Boissevain  also  contributes 
an  article  on  the  theory  of  money. 

Jahrbiicher  fur  NationcUokonomie  und  Stati9tik  (Jena). 

January,  1918.  Die  9oziale  Theorie  der  Verieilung  und  de$  Weria, 
I.  R.  Stolzmann.  Referring  specially  to  M.  Tugan-Baranowskv's 
Theorie  der  Verieilung  (1913)  and  Liefmann 's  Wirtschaftlehre 
(1917).  Die  offentUche  ErnahrungswirUchaft ,  Dr.  Willy 
Krebs. 

February.  Die  Soziale  Theorie,  II.  R.  Stolzmann.  Die  Kriegaan- 
leihcn  Deutachlands  and  Oeaierreich-Ungams,  II.     H.  KdPPE. 

Giomale  degli  Economisti  (Rome). 

February,  1918.  Teoria  deW  ammortamento  delV  impoaie.  B. 
Oriziotti.     /  problemi  economici  del  dopo-guerra  in  Sardegna, 

M.  VlNELLI. 

March.  />a  reazione  contra  il  militariamo  economico  in  Oermania. 
C.  Brbsciani-Turroni.  Riforma  moneiaria  di  guerra,  B. 
Sterponi. 

La  Rifonna  Sociale  (Turin). 

January  and  February,  1918.  "  Cid  che  non  ai  vede  "  del  coato 
della  guerra.  G.  Prato.  The  arguments  of  the  paper  read 
before  the  Turin  Academy  of  Sciences,  which  is  summarised  in 
The  Economic  Journal  for  1917,  p.  585,  recur  here.  Corao  det 
Cambi,  SbUancio  Commerciale  e  uirculazione  Cartacea, 


NBW  BOOKS. 

English. 

D'Aoosta  (Uriel).  Peace  Problems  in  Economics  and  Finance. 
London:  Routledge.     Pp.  xvi  +  165.     2«.  M.  net. 

Alcohol :  Its  Action  on  the  Human  Organism.  London :  Stationery 
Office.     2a.  6d.  net. 

[This  impArtial  inquiry  thows  that  we  know  very  little  m  to  the  effect 
on  the  human  organism  of  alooholic  drinks  taken  in  moderate  quantities  and  of 
usual  strength.] 
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Bemtimck  (Lord  Henry).  Industnal  Fatigue.  London:  King. 
1918.     Pp.  43. 

[The  obflervations  obtained  by  the  Committee  on  the  Health  of  Manitton 
Workers  as  to  the  relation  between  hoars  of  work  and  output,  together  with 
some  earlier  experiences,  are  lucidly  presented.] 

Carter  (Rev.  Henry).  The  Control  of  the  Drink  Trade.  A  Con- 
tribution to  National  Efficiency.  With  a  Preface  by  Lord  D*Abemon. 
London:  Longmans.     1916.     78.  Qd.  net. 

[A  description  and  favourable  estimate  of  the  action  of  the  Central  Cootrol 
fioard.J 

Chapman  (S.  J.).  Labour  and  Capital  after  the  War.  A  seriea 
of  essays  (by  several  writers).  Edited  by  S.  J.  Chapman.  London: 
Murray,  1918.     Pp.  280. 

[To  be  reviewed.] 

Cities  Committee  of  the  Sociological  Society.  Papers  for  the 
Present.  (1)  The  Modem  Midas.  (2)  The  Banker's  Part  in  Re- 
construction.   London :  Headley.     Pp.  16  and  86.     6d.  (each  paper). 

[The  outcome  of  a  Committee  whose  purposes  are,  inter  cdia,  to  "raise  the 
life-standard  of  the  people  and  the  thought-standard  of  schools  and  universi- 
ties *' ;  to  regulate  "  the  present  unacknowledged  use  of  public  credit  by 
backers,"  and  subordinate  it  to  "the  new  communitary  uses  ;  to  make  "indi- 
viduals more  socialised  and  communities  more  individualised."] 

Evans  (Richardson).  The  Conditions  of  Social  Well-being  Con- 
sidered in  the  Light  of  the  War.     Wimbledon :  Trim.     1917.     Pp.  46. 

Forrest  (Rev.  J.  R.  C).  The  Agricultural  Labourer  and  the 
Minimum  Wage.  With  a  preface  by  the  Bishop  of  Oxford.  Re- 
printed from  **The  Commonwealth."  Letchworth :  Wardman. 
Pp.  15. 

[A  claim  for  an  increase  of  the  present  minimum  wage,  25s.,  the  inadequacy 
of  which,  at  present  prices,  is  shown  by  a  family  budget  which  the  writer  has 
verified.] 

Jennings  (H.  J.).  The  Coming  Economic  Crisis.  London: 
Hutchinson.     Pp.  136.     3«.  M,  net. 

[Reproduced  in  part  from  the  Quarterly  Review  and  other  periodicals.] 

Macara  (Sir  Charles).  Capital  and  Labour.  Ashton-under- 
Lyne  :  Cotton  Factory  Times.     Pp.  12. 

[A  series  of  articles  on  Conscription  of  Wealth,  Industrial  Reconstruction, 
etc.    Reviewed  above.] 

New  Towns  after  the  War.  An  Argument  for  Qarden  Cities. 
By  New  Townsmen.     London :  Dent.     1918.     Pp.  84. 

Radford  (Oeoroe).  Our  Daily  Bread.  London:  Constable. 
Pp.  127. 

[By  the  Editor  of  Our  Zand,] 

Robertson  (Right  Hon.  J.  M.,  M.P.).     The  Economics  of  Pro- 
gress.    London:  Fisher  Unwin.     Pp.  298. 
[To  be  reviewed.] 

Unwin  (Qborob).     Finance  and  Trade  under  Edward  III.     Man- 
chester :  University  Press.     1918.     Pp.  860. 
[To  be  reviewed.] 

Walton  (Cecil).  The  Great  Debenture,  or  the  Passing  of  the 
National  Unrest.     Olasgow:  Maclure.     1918.     Pp.  71.     la.  2d.  net. 

[A  collection  of  papers  dealing  with  co-ordination  of  economic  factors  and 
kindred  topics.] 


Digitized  by 


Google 


1918]  RBOBNT  PBRIODICALS  AKD  NEW   BOOKS  245 

ZiMMBRN  (A.  E.)-  The  Economic  Wei4>on  in  the  War  against 
Germany.     London:  Allen  and  Unwin.     1016.     Pp.  20. 

[From  eTid«nc«  at  to  the  state  of  liege  to  which  Qermany  hia  bean  aabjected 
it  ia  concluded  that  the  economic  weapon  ia  the  moat  power! al  in  the  annoory 
of  the  AlUea.] 

American. 

Babcock  (Major-Oembral  QX  The  Taylor  System  in  Franklin 
Management.  Application  and  Kesulte.  New  York.  1918.  Engin- 
eering Magazine  Co.     $8. 

Cumberland  (W.  W.).  Co-operative  Marketing.  Princeton: 
University  Press.     1917.     Pp.  226. 

Eiconomics,  Teaching  of,  in  Harvard  University.  Report  pre- 
sented by  the  division  of  education  at  the  request  of  the  Department 
of  Economics.  Cambridge,  Mass. :  University  Press.  1917. 
Pp.248. 

QiLBRBTH  (Frank  B.  and  L.  M.).  Applied  Motion  Study.  A 
collection  of  papers  on  the  efficient  method  to  industrial  prepared- 
ness.    Ix>ndon:  Routledge.     1018.     Pp.  xviii  +  220.     6$,  net. 

Kemmerer  (E.  W.).  Postal  Savings.  An  historical  and  critical 
study  of  the  postal  saving  bank  system  of  the  United  States. 
Princeton:   University  Press.     (London:   Oxford  University  Press.) 

1017.  Pp.  176.     5«.  M.  net. 

LuTZ  fH.  L.).  The  State  Tax  Commission  of  the  Development 
and  Results  of  State  Control  over  the  Assessment  of  Property  for 
Taxation.  (Harvard  Economic  Studies,  Vol.  XVII.)  Cambridge: 
Harvard  University   Press.     (London:     Oxford    University    Press.) 

1018.  Pp.  viii  +  678.     $2.75  net. 

[A  paanataking  account  of  the  variona  efforta  made  to  obtain  better  6tate 
control  over  aaaetaqpenta  for  taxation.] 

MoRiMOTO  (KoKiCHi).  The  Standard  of  Living  in  Japan.  (Johns 
Hopkins  University  Studies.)  Baltimore :  Johns  Hopkins  Press, 
1018.     Pp.  150.     $1.25. 

[An  entertaining  atndy  on  income  and  expenditure;  the  minimam  required 
(a)  for  exiateoce,  and  {b)  for  efficien<nr»  European  compared  with  Japaneae  drcaa 
at  to  coat  and  comfort,  and  ao  fortL] 

Pitman  (F.  W.).  The  Development  of  the  British  West  Indies, 
1700-1768.  (Yale  Historical  Publications,  Studies.  Vol.  IV.)  New 
Haven :  Yale  University  Press.  (London :  Oxford  University  Press.) 
1017.     Pp.  405.     10a.  6d.  net. 


French. 

OiDE  (Charles).  Projete  d 'Entente  Finanoi&re  apr^  la  Ouerre. 
(Extrait  de  la  Revue  d'Economie  Politique,  1018.)  Paris:  Libraire 
Sirey.     1018.     Pp.  16. 

[The  project  of  pooling  the  expenaea  of  the  war  amon^  the  membera  of  the 
Entente  m  the  profortiona  of  their  national  income  ia  diamiaaed  aa  expecting 
too  much  from  ''^Uncle  Sam,"  whoae  contribotion  would  thua  be  donbled.  There 
ia  more  to  say  for  the  scheme  of  a  great  international  loan  for  the  purpose  of 
liquidating  the  expenses  of  the  war.    About  half  the  pamphlet  ia  deToted  to  the 
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refutation  of  fanciful  schemes  for  extinguishing  debt  by  enormous  emissions  of 
paper  money.  A  more  modest  suggestion,  a  '"minimal  solution/'  would  be  to 
give  international  currency  to  notes  issued  by  the  great  banks  in  different 
countries  or  a  new  paper  issued  by  a  consortium  of  these  banks.] 

Hahn  (Dr.  a.  von  der).     Kriegs-  zur  Friedensw&hnmg.     Tubin- 
gen :  Mohr.     1918.     Pp.  64. 

[This  is  a  supplement  (Erganzungsheft  XIV)  to  the  Archiv  filr  SoiialwUsen- 
sehaftf  dealing  with  effect  of  the  transition  from  war  to  peace  on  the  value  of 
gold  and  other  moneyi.] 

ItaliarK 

Abate  (E.).    La  diversificazione  tributaria  e  rimposta  sul  reddito 
con  prefazione  di  L.  Einaudi. 

Garelli  (A.).    II  concetto  di  reddito  nella  scienza  finanziaria. 
Milano:   Society  Editrice  Libraria.     1917. 

Valenti   (G.).     Principii  di   Scienza  Economica.      Vol.   II.      3« 
Edizione.     Firenze :  Barbera,  1918. 
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SEPTEMBER,  1918 

SOME  ASPECTS  OP  THE  PROPOSED  CAPITAL  LEVY. 

On  a  recent  occasion  {Economic  Problems  of  Peace  after  War, 
Second  Series,  pp.  66-86)  an  effort  was  made  to  estimate  the 
balance  of  advantage  of  various  schemes  for  an  extensive  cancel- 
lation of  the  National  Debt  in  so  far  as  these  had  been  developed 
up  to  the  beginning  of  the  present  year.  It  is  evident  that  some 
of  the  demerits  and  some  of  the  merits  of  any  given  scheme  were 
peculiar  to  that  scheme,  while  others  might  be  conceived  to  apply 
to  any  special  tax  which  was  designed  to  reduce  the  whole  or  a 
large  part  of  the  debt.  In  the  present  investigation  an  attempt 
will  be  made  to  deal  with  the  general  question.  This  is  an  inquiry 
which  is  subject  to  special  difficulties,  since  most  proposed  taxes 
depend  as  much,  if  not  more,  upon  the  manner  in  which  general 
principles  are  applied  as  upon  the  principles  themselves. 

The  great  argument  for  redemption  of  a  vast  war  debt  still 
remains  Bicardo's  plea  for  a  "  ransom,"  in  the  sense  that  such  a 
debt  entaib  a  chu'ge  upon  income  in  the  future  until  it  is  re- 
deemed, and  there  seems  to  be  little  object  in  delaying  repay- 
ment. It  is  true  that,  subsequently,  Ricardo  annexed  a  governing 
condition,  namely,  that  the  country  which  contemplates  an  ex- 
tinction of  debt  must  be  "  resolutely  determined  "  not  to  have 
recourse  to  future  borrowing.  If  this  condition  is  valid  it  is 
difficult  to  see  how  it  can  be  satisfied,  since  no  Act  of  Parliament 
can  bind  its  successors.  Indeed,  under  modem  conditions  it  may 
be  doubted  if  the  observance  of  this  condition  would  be  wise. 
Bicardo  seems  to  have  contemplated  the  cancellation  of  war  debt 
by  means  of  a  general  contribution  not  only  in  order  to  free  the 
nation  from  that  debt,  but  also  to  prevent  in  the  future  the  forma- 
tion of  a  new  unproductive  debt.  But,  when  war  mobilises  the 
larger  part  of  the  manufacturing  resources  of  the  country,  a  nation 
which  bound  itself  by  a  self-denying  ordinance  of  this  kind  (if  that 
were  possible)  would  be  likely  to  prejudice  its  powers  of  defence, 
No.  1 1 1-— VOL.  xxvra-  8 
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and  that,  too,  in  all  probability  even  more  in  the  future  than  at 
the  present  time.  Thus  the  permanent  extinction  of  war  debt, 
which  Bicardo  had  in  view,  is  only  possible  under  conditions  of  a 
perpetual  peace. 

The  reference  to  Bicardo 'r  \iews  is  no  idle  antiquarianism. 
On  the  contrary,  he  is  quoted  because  he  envisages  a  summary 
redemption  of  war  debt  in  a  more  virile  spirit  than  most  of  the 
modern  writers  who  lean  towards  this  method.  He  never  con- 
templated half-measures  :  with  him  it  was  a  matter  either  of  "  all 
or  none."  And  there  is  little  doubt  that  the  logic  of  the  situation 
admits  of  only  two  alternatives,  namely :  on  the  one  side  a  c<Hn- 
plete  redemption  and  on  the  other  a  sinking  fund,  spread  over 
years,  and  obtained  from  the  ordinary  Budget.  All  schemes 
which  aim  at  a  special  contribution  to  discharge  some  fraction  of 
the  debt  (such  as  two-thirds,  a  half,  or  a  quarter)  manifest  all  the 
futility  of  an  ineffective  compromise.  Also  the  nature  of  the  con- 
tribution is  no  less  clearly  defined  by  the  circumstances.  The 
alternatives  here  are  between  levying  upon  the  source  of  income 
for  the  contribution  or  upon  inccmie  for  the  service  of  the  debt — 
in  each  case  above  the  minimum  appropriate  to  either  situation. 
As  regards  the  former,  the  Levy  ought  to  apply  to  the  source  of  all 
income,  both  actual  and  potential,  above  the  minimum  agreed 
upon.  If  the  term  "  Levy  upon  Capital "  be  used,  then  it  is  to 
be  understood  as  applicable,  not  only  to  material  capital,  but 
also  to  immaterial  capital,  as  well  ac  to  what  is  sometimes  called 
consumers'  capital,  such  as  furniture,  clothes,  jewellery,  etc.  The 
position  of  incomes  obtained  by  personal  exertions  occasions  no 
little  difficulty.  It  is  by  no  means  easy  to  devise  a  Levy  which 
would  apply  to  them,  and  it  would  turn  out  in  the  end  not  to 
be  a  real  Levy  but  a  system  of  payment  by  instalments,  that  is, 
in  effect,  an  extra  income-tax  upon  earned  incomes.  It  follows 
that,  as  far  as  these  incomes  are  concerned,  the  proposed  policy 
reduces  itself  to  an  accelerated  redemption  of  debt  by  means  of 
what  is  virtually  an  increased  income-tax.  On  the  other 
hand,  if  incomes  from  personal  exertions  were  exempted 
from  the  scheme  on  the  ground  of  the  difficulty  of  assess- 
ing and  collecting  the  instalments,  it  would  suffer 
greatly  in  equity  and  to  a  less  degree  in  productiveness.  If 
Charlie  Chaplin  resided  in  this  country  and  continued  to  earn  the 
striking  salary  with  which  he  is  credited  by  means  of  his  no  doubt 
considerable  personal  exertions,  it  would  be  felt  to  be  palpably 
unjust  that  such  an  income  should  be  liberated  from  contributing 
to  the  special  redemption  of  debt,  while  trust  funds  of  moderate 
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amounts  were  made  liable.  The  difficulty  of  assessment  and  collec- 
tion in  this  special  case  is  very  considerable.  If  the  State  compro- 
mises by  taking  an  extra  income-tax  on  those  earned  incomes  (in- 
cluding wages)  which  were  decided  to  be  subject  to  it,  there  would 
be  a  certain  loss  in  the  {Hroductivity  of  this  part  of  the  Levy,  since 
this  duty,  added  to  the  tax  remaining  after  the  Levy  would  have 
been  made,  might  be  sufficiently  high  to  check  the  increase  in 
incomes  of  the  larger  amounts.  On  the  other  hand,  if  the  earning 
power  of  a  man's  brain  or  artistic  faculty  be  computed  actuarily, 
and  the  sum  so  arrived  at  be  divided  into  a  number  of  annual  pay- 
ments, then  it  is  difficult  to  see  how  the  estimate  could  be  realised. 
Many  would  die  before  their  expectation  of  life  had  been  reached, 
while  others  would  earn  much  less  than  the  valuation  made.  It 
would  follow  that  in  these  cases  instalments  could  not  be  obtained, 
and  it  would  occasion  great  discontent  if  others,  who  had  succeeded 
beyond  their  valuation,  had  their  quotas  subsequently  increased. 
These  difficulties  are  great,  thotigh  not  insuperable,  but  the  main 
point  at  the  moment  is  that  if  there  is  to  be  a  great  redemption  of 
war  debt  (which  should  in  principle  apply  to  the  whole  of  it,  for 
which  this  country  must  provide  the  interest)  the  balance  both 
of  equity  and  productiveness  points  to  the  inclusion  of  immaterial 
capital  in  the  Levy ;  while,  in  this  particular  case,  the  Levy  in 
fact  becomes  a  special  inc<»ne-tax.  As  applied  to  land  and  many 
of  the  smaller  incorporated  businesses,  a  similar  transformation  of 
the  Levy  would  probably  be  necessary ;  so  that  in  these  instances 
the  device  of  a  Levy  breaks  down,  and  the  impost  becomes  a 
special  income-tax  assigned  to  the  redempticm  of  debt. 

It  is  not  a  little  surprising,  though  in  one  sense  possibly  a  sign 
of  the  times,  that  in  most  discussiims  of  this  question  one  of  the 
most  fundamental  issues  is  altogether  overlooked.  The  scheme 
proposed  should  be  regarded  trom  its  effect  upon  public  expendi- 
ture. It  has  long  been  a  commonplace  in  treatises  upon  public 
finance  that  war  involves  extravagance.  It  is  probable  that  no 
nation  has  ever  been  fully  prepared  for  all  the  surprises  of  long- 
continued  hostilities  upon  a  great  scale,  and  hence  various  types 
of  military  supplies  have  to  be  procured  at  the  shortest  possible 
notice.  This  is  not  conducive  to  economy,  and  the  pressure  of  the 
times  leads  to  a  relaxing  of  the  usual  safeguards  against  public  ex- 
travagance. Already  there  is  sufficient  information  to  show  that 
our  management  of  the  present  war  has  been  no  excepticm  to  this 
rule,  and  it  is  to  be  feared  that  <mly  a  part  of  the  waste  and  avoid- 
able loss  has  been  disctosed.  But  the  infecticm  of  extravagance 
is  not  confined  to  those  departments  most  closely  connected  with 
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the  conduct  of  hoetilities.    It  extends  and  touches  many  branches 
of  the  public  service.    In  the  years  following  the  declaration  of 
peace  the  usual  corrective  cMnes  from  the  desire  of  taxpayers  to 
reduce  the  burden  of  taxation  which  the  war  leaves  behind  it- 
They  are  compelled  to  adopt  this  course  when  the  pressure  is  felt 
more  keenly  after  the  cessation  of  war  expenditure,  and  perhaps 
when  trade  is  dull  or  even  depressed.    Even  under  these  circum- 
stances the  restoratien  of  economy  is  only  obtainable  after  a  con- 
siderable period  and  with  no  little  difficulty.    There  can  be  no 
question  that  the  reduction  of  public  extravagance  is  not  only 
desirable  but  necessary ;  and  it  can  be  seen,  both  in  principle  and 
from  past  experience,  how  it  is  enforced  under  a  system  of  taxation 
for  the  payment  of  interest  and  sinking  fund  upon  the  war  debt. 
It  is,  indeed,  only  then  that  the  people  realise,  in  the  case  of  a 
war  largely  financed  by  loans,  what  its  material  cost  has  been. 
This  being  so,  it  is  not  unnatural  to  inquire  whether  the  adoption 
of  a  Capital  Levy  would  have  the  same  effect.    As  far  as  it  m 
possible  to  forecast  the  consequences  in  this  respect,  it  may  weU 
be  doubted  whether  a  sudden  unique  contribution,  payable  for  the 
most  part  at  one  time,  would  be  as  effective  in  compelUng  economy 
as  the  steady  pressure  of  a  high  rate  of  taxation  over  a  long  penod. 
The  driving  power  of  such  part  of  the  Levy  as  might  be  payable 
in  instahnents  would  be  comparatively  limited.    New  incomes, 
made  by  those  who  did  not  contribute  to  the  Levy,  would  neocs- 
sarilv  not  have  felt  it.    Even  those  who  had  paid  their  contribu- 
tions   while  they  would  no  doubt  feel  the  diminution  of  their 
nominal  capital  intensely  at  the  time,  would  not  have  the  same 
incentive  t^  exert  themselves  in  controlling  ^^^^^^"^^'J^T^ 
they  would  judge  that  no  such  efforts  would  restore  to  them  the 
capital  which  they  had  been  compelled  to  surrender.    In  extreme 
ci^umstances  the  advocates  of  extravagance  would  always  have  a 
half-formed  idea  that  in  case  of  necessity  another  Levy  might 
be  made.    It  has  happened  only  too  often  that  '^^^^^J^^ 
unique  occasion"  of  one  (^oyert^ent  heoomeBth^hiA^^ 
successors  if  it  seems  to  be  the  line  of  least  resistance.       Special 
^^iW-  1^  inevitably  to  special  pleading,  and  exceptions 
S  to  become  the  rule.    As  Mr.  David  Sannay  has  said  very 
neatly  in  this  comiection  :  "  There  have  been  women  who  nev^ 
had  an  affair  of  gaUantry.    There  never  was  a  woman  who  had 

°°^I  may  "perhaps,  be  pardoned  for  insisting  upon  this  aspect  of  the 
-ituation' b^u^  it  seems  to  me  that,  contrary  to  the  gen^l 
^pS^r  th^t  ;lst-war  financial  problem  will  not  be  distribu- 
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tion  of  taxation  nor  the  productiveness  of  revenue,  but  the  disciplin- 
ing of  expenditure  in  order  to  secure  results  adequate  to  the  outlay, 
an  aim  which  seems  unfortunately  to  have  been  lost  in  the  limbo 
of  forgotten  things.  I  fail  to  see  how,  five  or  ten  years  after  a 
complete  Capital  Levy  had  been  made,  there  would  be  the  same 
steady  pressure  towards  economy,  as  if  at  that  time  there  was 
still  a  comparatively  high  level  of  taxation  to  be  borne.  Very 
large  numbers  of  the  population  would  not  have  contributed  to 
the  Levy,  many  of  these  will  have  suffered  lightly  from  war  taxa- 
tion since  during  that  time  their  real  earnings  (after  deducting 
the  increased  taxes  they  bore  during  war)  will  have  been  higher 
than  before.  Others  will  be  making  increased  incomes  through 
post-war  activity.  Even  those  who  contributed  io  the  Levy  will 
have  learnt  by  this  time  to  acquiesce  in  what  seems  to  them  an 
evil  that  cannot  be  remedied. 

At  this  point  the  maili  thread  of  the  argument  may  be  broken 
for  a  mon)ent  in  order  to  consider  how  the  foregoing  line  of 
thought  would  be  modified,  if  instead  of  the  Levy  being  logical 
in  paying  the  whole  debt  as  defined,  it  was  illogical  in  redeeming 
only  a  part  of  it.  In  the  latter  case  there  would  be  a  scale  of 
taxation  intermediate  between  that  required  if  there  had  been  no 
Levy  and  what  it  might  be  conceived  to  be  if  there  had  been  a  Levy 
which  would  have  sufficed  to  redeem  all  the  war  debt.  In  that 
event  taxation  ought  not  to  be  as  high  as  if  the  redemption  of 
debt  were  dependent  on  the  normal  sinking  fund,  but  it  would 
be  sufficiently  high  to  exert  some  influence  towards  economy, 
though  necessarily  not  to  as  great  a  degiee  as  if  there  had  been 
no  exceptional  redemption.  This  seems  to  be  the  only  economic 
argument  for  a  partis^  cancellation  of  debt,  but  it  is  unfortunate 
that,  to  the  precise  extent  it  is  relied  upon,  it  injures  the  main 
contentions  which  support  the  principle  of  a  Levy.  That  argu- 
ment must  insist  that  a  special  contribution  for  this  particular 
purpose  constitutes  a  tax  different  in  kind  from  all  others.  This 
can  be  advanced  with  some  plausibility  when  the  redemption  is  to 
be  complete,  but  it  fails  if  that  redemption  is  to  be  only  partial. 
In  some  r^pects  the  latter  proposal  resembles  an  exh<Hi»tion  to 
someone  to  make  a  supreme  heroic  effort  to  jump  a  chasm — and 
then  telling  him  to  check  his  leap  half  way  I 

An  objection  may  at  once  occur  to  the  reader.  **  How,"  it 
may  be  asked, "  can  it  be  maintained  seriously  that  the  redemption 
of  all  the  war  debt  would  promote  governmental  extravagance? 
If  no  debt  is  redeemed  except  by  a  small  annual  sinking  fund,  it 
is  surely  a  gross  fallacy  to  suppose  that  the  consequent  high 
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taxation  will  force  economy;  since,  of  the  revenue  which  must 
be  raised  under  those  conditions,  a  large  part  will  consist  of  funds 
required  for  service  of  the  debt  which  cannot  be  altered  by  any 
economy  on  the  part  of  the  Government."    The  objection,  I  con- 
ceive, is  correctly  stated,  except  in  so  far  as  it  altogether  fails 
to  envisage  what  is  impUed  in  the  situation  which  would  follo^r 
a  thorough-going  appUcation  of  a  Levy.     In  that  case  taxation 
could  be  very  greatly  reduced.     To  make  the  situation  definite, 
it  is  necessary  to  form  some  picture  of  what  taxation  might  then 
be  expected  to  be.    We  cannot  tell  what  the  new  necessary  ex- 
penditmre  on  Civil  Government  and  Pensions  would  be,  and  there 
is  complete  uncertainty  as  to  what  will  be  required  for  purposes 
of  defence.    If  it  be  assumed  for  purposes  of  illustration  that  the 
outlay  under  these  heads  might  be  about  300  millions,  then,  when 
it  is  kept  in  view  that  income-tax  on  war  loans  would  have  dis- 
appeared with  the  redemption  of  these  loans,  it  might  be  antici- 
pated that  the  proportion  to  be  found  by  income-tax  could  be 
obtained  at  the  equivalent  of  a  rate  of  about  1^.  8d.  to  Is,  9d.,^  on 
the  assumption  that  taxable  income,  immediately  after  the  Levy 
had  been  made,  would  be  rather  more  than  it  was  in  1913-14.    In 
any  case,  the  necessary  rate  would  fall  between  1^.  &d,  and  2^.  But 
would  anyone  maintain  seriously  that  this  would  be  the  actual 
rate?    When  the  war  ends  income-tax  will  be  at  least  6^.,  and 
possibly  considerably  more.     The  actual  rate  after  a  complete 
Levy  would  be  the  resultant  of  public  extravagance  on  the  one 
side  and  the  desire  to  make  substantial  reductions  in  the  war 
rate  on  the  other,  and  it  seems  hopeless  to  expect  that  there  would 
be  even  the  most  remote  prospect  of  the  rate  falUng  to  what  it 
ought  to  be.    The  **  ransom  "  would,  in  fact,  have  turned  out  to 
be  a  financial  treaty  of  Brest-Litovsk. 

A  closer  approach  to  some  of  the  implications  of  the  Levy 
may  be  made  by  an  examination  of  a  curious  conflict  in  the  argu- 
ments by  which  it  is  supported.  These  arguments  are  contra- 
dictory, though  not  necessarily  mutually  destructive.  On  the  one 
side  it  is  urged  (e.g, ,  by  Mr.  S.  Arnold,  Hamard,  105,  pp.  897, 898) 
that  the  taxation  required  for  the  service  of  the  debt  is  paid  in 
the  main  by  those  classes  who  own  the  debt,  and  that  therefore 
they  might  write  off  the  liability  by  reducing  their  capital.  The 
inference  is — as  has  been  expressly  stated  by  Ricardo — ^tbat  the 

1  It  moti  be  remembered  Uiat  with  a  grAdaaied  Levy  the  larger  incomee 
would  be  reduced  more  than  in  proportion.  Accordingly,  the  revenue  which 
would  have  been  raised  at  a  pre-war  rate  of  la.  8d.  or  Is.  9d.  would  now  require 
considerably  increased  rates  on  the  larger  incomes.  The  effect  would  be  felt  by 
new  incomes. 
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Ijevy  can  be  made  without  any  Bacrifice  by  the  class  to  which  it 
18  applied.  The  other  type  of  argument  is  the  converse,  namely 
that  the  licvy  does  involve  sacrifice,  and  that  it  affords  an  oppor- 
tunity of  reducing  inequality  of  sacrifice  on  the  ground  that  young 
men,  as  a  class,  are  physically  strong  but  financially  weak;  older 
men,  as  a  class,  are  financially  strong  and  physically  weak.  The 
State  calls  for  the  strength  of  each,  demanding  military  service 
from  the  first  group  and  financial  service  from  the  latter  by  means 
of  the  Capital  Levy  (e.g.,  Professor  Pigou,  Economic  Journal, 
XXVIII.,  p.  146). 

Both  views  cannot  be  maintained  at  the  same  time,  since  the 
Levy  must  either  involve  sacrifice  or  not  involve  sacrifice.  But,  as 
it  seems  to  me,  neither  view  is  maintainable  in  the  form  in  which 
it  has  been  expressed.  The  first  has  been  best  put  by  Bicardo. 
"  A  man  who  has  £10,000,  paying  him  an  income  of  j£500,  out  of 
which  he  has  to  pay  £100  per  annum  towards  the  interest  of  the 
debt,  is  really  worth  only  £8,000,. and  would  be  equally  rich 
whether  he  continued  to  pay  £100  per  annum,  or  at  once,  and  for 
only  once,  sacrificed  £2,000.**  Under  the  litopid  clearness  of 
Ricardo's  statement  several  assumptions  are  concealed,  some  re- 
garding equity,  others  concerning  finance.  There  will  be  occasion 
to  deal  with  several  of  the  first  in  another  connection,  while  the 
latter  call  for  immediate  consideration.  It  is  taken  for  granted 
that  the  person  in  question  is  typical  and  that  he  bears  a  due 
proportion  of  taxation  for  the  service  of  debt.  It  is  assumed 
that  owners  of  property  bear  the  whole  of  this  taxation ,  else 
the  capitalisation  of  the  tax  annuity  will  not  work.  But  the 
same  assumption  as  to  stability  of  taxation  is  extended  to  the 
other  taxes  for  which  the  man  of  property  is  liable.  The  total 
taxes  to  which  the  income  of  £500  is  subject  consist  not  only 
of  the  £100  per  annum  specified  but  also  of  the  additicmal  pro- 
portion of  this  tax-payer  to  the  expenditure  other  than  that  for 
the  interest  on  the  debt.  If  the  institution  of  a  Levy  has  effects 
upon  this  other  taxation,  then  the  man  will  not  be  "  equally 
rich  "  whether  there  is  a  Levy  or  not.  If  the  Levy  causes  the 
remaining  taxation  to  be  lighter  than  it  otherwise  would  be, 
then  the  man  is  pro  tanto  better  off.  If,  on  the  other  hand,  the 
Levy  causes  that  taxation  to  be  higher,  he  will  be  worse  off. 
For  reasons  already  advanced,  unfortunately,  the  latter  is  the 
more  probable  conclusion.  But  the  main  financial  statement  of 
Bicardo  is  still  to  be  dealt  with — is  his  representative  man  "equally 
rich  '*  where  there  is  a  Levy  or  not,  when  no  account  is  taken 
of  variations  in  taxation  other  than  that  for  service  of  the  debt? 
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Eicardo  only  considers  two  possibilities,  on  the  one  hand  a  com- 
plete redemption  of  the  debt  by  a  single  operation  and  on  the  other 
hand  the  maintenance  of  the  debt  in  its  entirety.  There  are 
several  other  altemativesi  amongst  which  may  be  mentioned  a 
partial  redemption  of  debt  by  means  of  an  incomplete  Levy  from 
capital  or  a  progressive  diminution  of  debt  out  of  income.  The 
last  calls  for  comment.  It  must  provide  from  taxation  enough 
to  meet  the  interest  on  the  debt  and  in  addition  an  annual  8um« 
representing  a  small  percentage  of  the  debt,  for  redemption.  In 
the  latter  case  the  following  appears  to  be  the  position  regarding 
the  annuity  for  service  of  the  debt.  At  the  time  when  it  is  pro- 
posed to  make  a  Levy  the  charge  for  interest  (which  in  the  one 
case  it  is  planned  to  capitalise  and  write  off  and  in  the  other 
to  raise  by  taxation)  is  the  same.  If  there  is  no  Levy,  then  in 
addition  to  the  charge  for  interest  there  will  be  the  contribution 
for  the  sinking  fund,  also  to  be  raised  by  taxation.  It  follows  that, 
at  this  point  and  regarded. arithmetically,  the  advantage  seems 
to  lie  upon  the  side  of  the  Levy.  But  this  apparent  advantage 
disappears  when  it  is  remembered  that  on  the  one  side  after  the 
Levy  taxable  income  would  be  less,  and  on  the  other  side  the 
interest  charge  capitalised  is  not  the  whole  amount  of 
taxation  to  which  those  persons  subjected  to  the  Levy 
would  have  been  liable;  and,  as  already  shown,  the 
Levy  will  almost  automatically  increase  this  other  taxation. 
It  is  quite  possible  it  would  have  the  effect  of  increasing  it  to 
an  amount  which  would  be  equivalent  to  a  small  sinking  fund 
by  the  continuance  of  sheer  waste  in  administration,  and  in  the 
lapse  of  a  few  years  this  balance  would  be  further  augmented 
very  considerably.  It  follows,  then,  that  the  Levy  presents  no 
initial  advantage  from  this  point  of  view.  After  the  first  year 
of  the  sinking  fund,  if  no  new  unproductive  debt  is  created,  each 
year  shows  an  added  balance  of  disadvantage  against  the  Levy, 
for  it  has  capitalised  a  declining  charge  as  if  it  were  a  fixed  one. 
There  is  another  consideration  which  must  operate  in  the  same 
direction.  Apart  from  conversion,  the  sum  required  for  interest 
upon  a  given  amount  of  debt  is  fixed,  but  the  proportion  of  that 
sum  to  be  borne  by  a  unit  of  income  tends  to  decline,  because  the 
total  quantity  of  income  subject  to  taxation  increases.  For  ex- 
ample, the  taxable  income  for  purposes  of  income-tax  upon  a 
true  comparative  basis  rather  more  than  doubled  in  the  thirty- 
three  years  from  1881-2  to  1913-14  (e.g.,  1881-2  4687  millions, 
1913-14  951  millions).  It  is  true  that  during  the  same  period  ex- 
penditure more  than  doubled,  but  if  the  part  of  the  expense  of 
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the  South  African  War  which  was  paid  from  taxation  as  well  as 
the  charge  for  interest  and  redemption  of  the  other  portion  that 
was  borrowed  be  deducted,  it  is  evident  that  taxable  income  had  in- 
creased rather  faster  than  normal  expenditure.  This  tendency 
showed  itself  in  spite  of  comparatively  liberal  outlays  upon  social 
betterment  which,  towards  the  end  of  the  period,  were  upon  a 
larger  scale  than  ever  before.  There  can  be  little  doubt  that  in 
an  equal  period  after  the  end  ot  the  present  war  the  proportionate 
advance  in  taxable  income  will  be  even  greater,  so  that  Bicardo's 
representative  man  would  stand  to  lose  under  this  head  also.  Thus 
he  would  be  trebly  damnified  by  electing  to  extinguish  his  annuity 
for  interest  upon  the  debt  through  a  Capital  Levy — ^first  by  the 
avoidable  increase  in  taxation  other  than  that  for  interest,  secondly 
by  losing  the  ultimate  benefit  from  conversiiHi,  and  finally  by 
excluding  himself  from  the  possible  decrease  in  the  rate  of  taxa- 
tion through  increase  in  the  taxable  resources  of  the  country. 
It  follows  that,  on  the  whole,  the  probabilities  point  to  a  Levy 
involving  sacrifices  upon  those  who  are  subject  to  it. 

If,  then,  a  sacrifice  is  involved,  we  c<Mne  to  the  other  argu- 
ment, which  admits  it,  and  proceeds  to  contend  that  it  is  pre- 
cisely this  sacrifice  which  justifies  the  Levy  in  equity  because  it 
will  fall  mainly  upon  the  old  men  who  are  exempt  from  military 
service.  If  the  argument  had  been  sound,  it  would  have  been 
weakened  by  the  raising  of  the  military  age  in  April.  But  upon 
the  whole  I  am  inclined  to  think  it  rests  upon  a  dubious  founda- 
ticHi.  Men  in  the  Forces  have  been  considerable  subscribers  to 
War  Loans.  There  are,  also,  many  of  them  who  own  property, 
often  of  large  amount.  Are  their  property  and  savings  to  be 
levied  on  or  will  they  be  exempt?  If  subjected  to  the  Levy  the 
whole  principle  of  this  argument  goes  by  the  board — ^if  noi,  then 
all  the  valuations  of  the  wealth  up(m  which  the  Levy  would  be 
made  must  be  revised  and  reduced  by  an  unknown  but  large  sum. 
Further,  this  view  takes  no  account  of  succession  and  bequest. 
Old  men,  and  old  women,  too,  who  have  property,  usually  con- 
serve it  in  the  interest  of  some  younger  lives  which  they  desire 
to  benefit.  To  the  first  class  the  infliction  of  a  Levy  is  ot  com- 
paratively little  concern,  for  the  time  during  which  they  will  feel 
it  is  bound  to  be  relatively  short.  Thus  by  far  the  lurger  part  of 
the  true  incidence  will  be  upon  their  successors.  Amongst  those 
ot  them  who  are  men  the  great  majority  will  have  served  in  the 
combatant  forces.  But  it  may  be  said  that  half  or  more  than 
half  the  beneficiaries  will  be  wcxnen.  And  their  claims  to  succes- 
sion cannot  be  denied,  for  they  include,  alas!  too  many  young 
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widows  of  officers  and  others  who  have  served,  in  very  numerous 
instances  with  children  to  educate  upon  niggardly  pensions.  Again, 
from  the  time  that  the  Germans  began  to  sink  hospital  ships  and 
to  intensify  the  bombing  of  hospitals,  there  can  be  little  doubt 
that  the  risk  in  war  which  presents  the  highest  degree  of  sacrifice 
is  that  of  nurses  and  other  women  employed  at  the  bases.  The 
former  in  particular,  even  in  less  barbarous  wars  than  this,  were 
regarded  as  immune  from  hostile  attack  both  by  reason  of  their 
work  of  mercy  to  all  belligerents  alike  and  by  their  sex.  Now 
they  are  subject  to  death  and  mutilation  without  the  man's  remedy 
in  thechance  of  retaliation.  It  is  on  many  of  these  that  the  real 
burden  of  the  Levy  will  fall. 

Once  the  question  of  equity  has  been  raised  it  may  not  be 
wholly  unprofitable  to  follow  it  just  a  little  further.  Those  of 
us  who  have  been  insistent,  in  season,  and,  perhaps,  sometimes 
apparently  out  of  season,  in  urging  personal  economy  with  invest- 
ment in  War  Loans  and  in  condemning  all  profuse  expenditure, 
are  in  danger  of  being  placed  in  a  position  of  no  small  difficulty 
to  the  precise  extent  that  the  idea  of  a  Levy  is  advertised.  It  is 
waste  of  time  and  breath  to  dilate  on  exemptions  from  the  pro- 
posed Levy  and  graduated  scales  of  duty ;  what  the  plain  man 
sees  is  that  if  he  spends  a  certain  sum  of  money  he  gets  all  the 
satisfaction  he  can  extract  from  it.  If  he  saves  it,  he  hears  that 
the  Government  is  advised  to  take  a  part.  This  he  regards  as 
unjust,  and  he  decides  not  to  save,  in  many  cases  ceasing  to 
maintain  regular  subscriptions  to  War  Bonds  or  savings  certifi- 
cates which  have  been  made  previously.  Within  my  personal 
knowledge  these  proposals  have  had  a  marked  repressive  effect 
upon  the  subscriptions  to  War  Bonds,  which  is  to  be  greatly 
regretted  inasmuch  as  each  revival  of  the  propaganda  for  a  Levy 
will  add  very  much  to  the  difficulties  of  financing  the  concluding 
stages  of  the  war. 

The  reduction  of  amounts  already  saved  by  means  of  a  Levy 
is  hard  to  justify  in  equity  when  this  course  lets  extravagance 
go  free.  It  almost  seems  as  if  it  were  intended  that  an  extrava- 
gant Government  should  be  consistent  in  giving  a  bounty  to  ex- 
travagance by  imposing  a  differential  tax  upon  saving.  It  would 
not  be  unnatural  for  the  public  to  say  :  *'  What  I  spent  I  have, 
what  I  saved  I  lost."  And  the  annoying  thing  will  be  that  the 
public  would  be  largely  in  the  right,  for  no  Levy  could  reach  ex- 
penditure upon  articles  of  immediate  consumption  which  perish 
in  being  used. 

All  those  who  have  given  serious  consideration  to  the  finan- 
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cial  podtion  after  the  war  have  insisted  npon  the  need  for  lu'ge 
supplies  of  capital.  It  is  an  essentially  Gilbertian  proceeding  to 
foster  saving  by  seizing  a  part  of  savings  already  made— just  as 
if  life  after  the  war  were  to  be  a  new  banquet  of  Elagabalus  where 
the  guests  were  prei)ared  for  the  feast  by  the  administration  of  an 
emetic. 

It  cannot  be  questioned  that  the  defence  of  the  most  vital 
liberties  of  the  British  peoples  is  an  interest  which  is  common 
both  to  the  present  and  the  immediately  succeeding  generations. 
If  those  now  alive  failed  in  their  duty,  the  future  of  their  succes- 
sors would  be  gloomy  in  the  extreme.  Therefore  it  seems  only 
reasonable  that  the  material  burden  should  be  divided  between 
the  present  and  the  future.  To  the  best  of  our  knowledge  and 
judgment  we  are  securing  the  national  freehold  for  our  successors, 
and  it  is  their  duty  and  privilege  to  share  in  the  loss  as  far  as 
they  can.  It  follows  that  the  proposal  for  a  Levy  errs  in  so  far 
as  it  proposes  to  aim  at  liberating  future  incomes  from  what  may 
be  conceived  to  be  their  proportion  of  the  cost.  Contrary  to  the 
opinion  of  Professor  Seligman  and  others,  it  has  been  urged  by 
Professor  Pigou  that  under  no  circumstances  can  future  genera- 
tions be  made  to  pay  any  part  of  the  principal  or  interest  of  in- 
ternal War  Loans — for  "  what  posterity  will  have  to  pax,  pos- 
terity  will  also  receive."  The  epigram  reminds  one  of  the  river 
of  Heracleitus  and  the  arrow  of  Zeno  the  Eleatic.  This  is  surely 
to  breakfast  on  antinomies  and  to  sup  on  paradox.  So  it  might 
be  argued  that  excessive  convictions  for  drunkenness  were  i^ot 
an  evil,  for  what  the  country  paid  in  fines  it  also  received.  Even 
at  the  risk  of  being  quite  "  unsound,'*  one  ventures  to  suggest 
that  the  question  is  not  determined  by  a  mere  mechanical  balanc- 
ing of  the  wfl^rants  and  cheques  which  are  used  for  making  the 
payments.  While  in  banking  every  debit  must  have  a  credit,  this 
does  not  dispose  of  the  matter  of  profit  or  loss  on  a  series  of 
operations.  What  is  of  obvious  importance  is  not  the  mere  arith- 
metical process,  but  what  is  really  paid  and  really  received  when 
debt  is  redeemed.  When  Oovemment  stock  is  saleable  freely  on 
the  market,  redemption  brings  no  direct  and  immediate  benefit 
to  the  owners  unless  they  convert  the  sum  received  into  commodi- 
ties— the  indirect  effects  may  be  advantageous  to  them  or  not, 
according  to  circumstances.  By  far  the  larger  part  of  the  funds 
disbursed  in  paying  off  debt  will  be  reinvested;  and  the  stock- 
holders are  only  the  channel  through  which  these  funds  pass, 
either  immediately  or  ultimately,  to  a  new  use.  If  a  portion  of 
the  investment  is  overseas,  the  case  is  analogous  to  that  of  the 
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repayment  of  a  foreign  loan.  When  the  larger  part  is  used  at 
home,  the  capital  whicK  comes  into  existence  will  not  be  dis- 
tributed gratis  like  the  money  sometimes  reported  in  the  Press 
as  having  been  scattered  in  the  streets  by  amiable  visitors  who 
are  in  search  of  a  new  sensation,  but  must  be  remunerated  out 
of  the  results  of  the  production  it  assists  in  establishing.  So  it 
follows  that  the  resources  for  the  redemption  of  war  debt,  pro- 
vided by  the  sacrifice  of  the  tax-payers,  are  not  balanced  by  an 
unbought  gain;  but,  when  converted  into  capital,  result  in  the 
other  series  of  sacrifices  arising  from  the  production  which  results  : 
that  is  to  say,  there  is  first  the  sacrifice  of  the  tax-payers,  then 
the  sacrifice  of  production  against  which  there  is  only  one  benefit 
(just  a  little  in  excess  of  the  latter),  namely,  the  payment  made 
to  the  factors  of  that  production  (of  which  interest  on  the  capital 
is  one).  It  follows  that  in  each  case  the  mginal  sacrifice  remains. 
What  posterity  pays,  posterity  will  also  receive— at  the  cost  of 
earning  it.  Spealdng  quite  generally,  the  effect  of  a  loan  is 
that  posterity  is  rendered  liable  to  do  the  amount  of  wwk  which 
is  necessary  to  pay  it  off.  Loans,  in  fact,  constitute  a  conditional 
lien  on  the  production  of  the  future  and  the  real  burden  on  pos- 
terity remains  the  sacrifice  in  paying  the  extra  taxes  required 
for  redemption.  It  seems,  then,  to  be  in  the  highest  degree  equit- 
able, considering  the  unimpeachable  benefit  to  posterity  through 
a  just  war  which  is  necessary  in  the  interests  of  the  present  and 
even  more  in  those  of  the  future,  that  posterity  should  share  in 
the  cost  by  undertaking  the  necessary  extra  effort  which  will 
be  required,  if  it  wishes  on  its  own  behalf  to  reduce  the  debt. 

Hitherto  the  position  has  been  considered  from  the  point  of 
view  of  the  type  of  a  Levy  on  Capital  which  is  logically  most 
defensible,  that  is,  one  which  would  redeem  the  whole  debt  upon 
which  this  country  has  to  pay  interest,  and  at  the  same  time  a 
Levy  which  would  apply  to  the  source  of  all  income,  whether 
actual  or  potential,  both  unearned  and  earned.  In  one  respect, 
if  one  takes  any  account  of  the  great  majority  of  current  proposab, 
it  must  be  noted  that  the  tendency  is  to  exempt  earned  income  from 
participation  in  the  Levy.  In  fact,  many  proposals  for  a  Levy 
are  naive  attempts  to  shift  the  pajrment  of  the  proportion  ot  war 
costs  which  would  otherwise  be  borne  by  earned  incomes  to  the 
owners  of  material  capital.  This  is  obviously  inequitable.  If 
the  war  had  been  financed  by  raising  the  whole  cost  through  taxa- 
tion at  the  time,  these  incomes  would  have  paid  much  higher  m- 
come-tax  and  super-tax  than  the  amounts  which  were  actually 
demanded  from  them.    By  urging  a  Capital  Levy  they  would  free 
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themselves  from  such  proportion  of  taxes  as  they  would  have  been 
liable  to  if  there  had  been  no  Levy.  Such  a  form  of  the  pro- 
posed Levy  is  so  flagrantly  inequitable  that  it  recalls  the  sneer 
of  Juvenal  against  the  parasites  who  were  content  aliena  vivere 
quadra. 

So  far  the  scheme  has  been  considered  from  the  point  of  view 
of  equity.  While  it  is  true  that  the  balancing  of  these  considera- 
tions tends  against  the  suggested  Levy,  it  must  be  remembered 
that,  in  questions  of  taxation,  equity  alone  is  never  decisive,  and 
so  it  remains  to  examine  the  more  iMX)bable  effects  of  a  Levy 
upon  production  in  general,  and  especially  on  the  productiveness 
of  the  revenue.  The  alternatives  of  a  Levy  and  a  sufficient 
amount  of  taxation  to  meet  the  interest  on  the  debt  and  to  provide 
a  sinking  fund  can  scarcely  be  outlined  in  any  sati^actory 
manner  unless  account  is  taken  of  the  prospects  of  taxation  in  the 
chief  producing  countries.  All  the  more  important  belligerents 
will  be  heavily  indebted.  It  is  difficult  to  see  how  some  of  them 
will  be  able  to  meet  the  interest  upon  their  debts.  If  an  enemy 
country  will  be  forced  to  impose  a  Levy  on  Capital,  we  call  it 
repudiation  or  bankruptcy,  and  claim  that  this  course  represents 
a  very  grave  deterioration  of  its  credit  and  a  serious  impediment 
to  its  commercial  recovery.  The  psychology  of  war  has  many 
vagaries,  not  the  least  of  which  would  be  the  conclusion  that  the 
same  course »  when  adopted  by  an  enemy,  represents  financial  col- 
lapse, but  in  our  case  affords  evidence  of  supreme  monetary 
strength.  The  position  may  be  illustrated  by  a  compariscm  of  the 
possible  financial  future  of  Germany  and  this  country.  Let  it 
be  assumed  that  the  former  will  have  no  option  but  to  write  off 
a  part  of  its  debt  (which  is  in  effect  a  Levy  on  its  Capital),  and 
that  this  country  will  be  free  either  to  follow  the  same  course,  or 
else  to  proceed  by  the  normal  method  of  post-war  taxation.  Upon 
the  first  alternative  Great  Britain  would  be  at  a  disadvantage  as 
compared  with  a  third  country  (say  the  United  States)  in  which 
no  Levy  had  been  made.  This  is  a  question  which  concerns  us 
in  a  pre-eminent  degree.  The  enforcement  of  a  Levy  could 
scarcely  fail  to  have  a  most  prejudicial  effect  on  the  position  of 
London  as  an  international  centre  of  finance.  The  building  up 
of  the  financial  reputation  of  the  City  has  been  the  work  of  cen- 
turies, and  it  may  be  lost  in  a  single  session  of  Parliament.  There 
can  be  little  doubt  that  a  Levy,  in  the  circumstances  indicated, 
would  produce  a  marked  deterioration  in  the  credit  and  reputaticm 
of  London  as  an  international  money  market,  the  effects  of  which 
would  be  felt  for  generations.    Foreign  capital,  that  was  in  the 
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habit  of  going  to  London,  would  tend  to  be  diverted  to  New  York 
or  to  other  centres  where  there  had  been  no  Levy.    Even  if  all 
the  belligerents  adopted  this  method,  there  would  remain  some 
neutrals  who  would  be  able  and  ready  to  take  advantage  of  the 
opportunity.     In  that  case  Amsterdam  might  recover  its  former 
financial  greatness.    It  is  idle  to  urge  that  in  any  British  Levy 
foreign  investments  in  Government  stocks  would  be  exempted. 
Owners  of  capital,  who  are  prepared  to  use  it  outside  their  own 
country,  apply  the  most  rigorous  tests.    Insecurity,  even  fancied, 
diverts  the  flow,  or  increased  interest  is  exacted  to  cover  the  sup- 
posed added  risk.    Acc(n*dingly,  if  there  is  any  country  in  which 
there  will  be  no  Levy  and  which  is  capable  of  transacting  inter- 
national financial  business  (and  as  far  as  can  be  foreseen  at  present 
there  will  be  several)  the  imposition  of  a  Levy  in  Great  Britain 
would  weaken  its  position  as  a  great  money  market  to  an  alarming 
extent.    It  is  probable,  too,  that  this  would  react  upon  home  in- 
dustry in  the  new  situation  after  the  war  by  causing  the  rate 
of  interest  for  capHal  employed  in  trade  to  be  higher  than  it 
would  have  been  otherwise.    It  follows  that  under  the  conditions 
now  under  consideration,  there  would  be  a  certain  loss,  and  that 
of  large  amount,  which  would  be  consequent  upon  the  {proposed 
Levy.     But  there  remains  the  other  alternative  which  at  first 
sight  is  no  less  unprpmising.     Suppose  that  in  order  to  avoid 
jeopardising  the  position  of  London  in  the  world's  money  market 
(as  well  as  for  other  reasons)  there  was  no  Levy  upon  Capital  in 
Great  Britain,  but  that  Germany  was  compelled  to  make  one, 
it  would  appear  that  the  competition  of  the  latter  in  foreign  trade 
would  be  intensified  by  reason  of  the  German  merchant  being 
liable  to  a  lower  scale  of  taxation  than  the  British  merchant.    But 
there  are  a  number  of  probabilities  and  contingencies  upon  the 
other    side    to   be    taken    into    account.      Bicardo    held    that 
a     high     rate     of    taxation     was    not     a     disadvantage       in 
foreign    competition.      In     any     case,    in    determining     rela- 
tive    advantages     in    such     competition,     taxation     is    com- 
paratively unimportant.    The  available  information  points  to  the 
prospect  that  any  German  Levy,  which  is  likely,  will  leave  very 
considerable  sums  to  be  raised  by  taxation.     Therefore  profits 
made  in  tcfteign  trade  in  Germany  will  probably  be  subject  to 
high  taxation  even  after  a  Levy  was  made.     What,  however, 
is  much  m(»re  important  than  the  respective  rates  of  taxation  will 
be  the  rates  of  interest  on  capital  used  in  trade.    With  a  Levy 
in  Germany  and  no  Levy  in  Great  Britain  the  loss  of  the  former 
country  in  increased  interest  would  greatly  outweigh  any  saving 
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that  might  be  made  in  taxation.  Not  only  so,  but,  as  has  been 
already  shown,  there  is  good  reason  to  believe  that  the  reduction 
in  taxation,  upon  which  supporters  of  the  scheme  dilate,  is 
much  over-estimated ;  so  that^  upon  the  whole,  the  inconsiderable 
advantage  which  British  foreign  trade  would  at  first  sight  appear 
to  receive » if  a  Levy  were  made»  would  be  relatively  unimportant 
when  contrasted  with  the  highly  probable  injury  it  would  sustain 
through  the  damage  to  London  as  an  international  financial 
centre. 

In  any  estimate  of  the  consequences  of  the  proposal  attention 
must  be  directed  to  the  effects  of  the  scheme  upon  accumulation 
of  capital  in  the  future.  As  the  irrecoverable  expenses  of  the 
war  mount  up,  it  becomes  increasingly  clear  that  one  of  the  im- 
portant factors  which  will  determine  the  rate  of  recovery  after  the 
war  will  be  the  rapidity  with  which  capital  is  formed  in  order  to 
provide  for  industrial  reconstruction.  Therefore  it  follows  that, 
as  far  as  circumstances  permit,  no  obstacles  should  be  placed  in 
the  way  of  extensive  saving  in  the  first  years  of  peace.  At  first 
sight  it  seems  that  a  high  income-tax,  with  other  taxation  also 
high,  would  constitute  a  serious  obstacle  to  saving.  From  this 
point  of  view  it  appears  that  all  those  who  begin  to  receive  in- 
comes after  the  war  will  have  more  inducement  to  save  if  taxation 
(and  particularly  income-tax)  is  low,  instead  of  being  high.  Also, 
as  the  result  of  a  Levy,  interest  would  be  higher,  and  to  that 
extent  they  would  seem  to  have  a  larger  margin  from  which  to 
save.  On  this  showing  the  prospect  for  saving  seems  alluring- 
higher  interest  and  lower  taxes.  Unfortunately  there  is  another 
side  to  the  picture.  The  increase  in  interest  beyond  the  rate 
which  would  have  been  obtained  otherwise  would  l>e  the  acknow- 
ledgment of  the  popular  estimation  of  the  emergence  of  a  new 
risk.  If  the  Levy  were  logical  in  repaying  the  whole  debt,  the 
percentage  taken  must  be  very  high.  This  would  be  long  remem- 
bered ;  and,  despite  the  most  solemn  protestations  that  the  occasion 
was  unique,  a  recurrence  of  the  Levy  would  be  dreaded.  On 
the  other  hand,  if  the  Levy  were  only  partial  in  redeeming  some 
fraction  of  the  debt,  there  would  be  the  ever-present  fear  that 
another  would  be  made  to  extinguish  the  remainder.  It  is  diffi- 
cult to  say  which  of  the  two  would  be  more  jH'ejudicial.  On  the 
whole,  possibly  in  this  respect  the  illogical  Levy  would  be  the 
worse,  for  the  uncertainty  following  it  must  remain  more  present 
and  insistent.  Whatever  the  disadvantages  of  high  taxation,  as 
the  alternative,  will  be,  the  rate  withm  narrow  limits  will  be  cer- 
tain once  the  financial  transition  is  complete.    Also,  as  the  sinking 
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fund  becomes  operative,  the  rate  of  income-tax  should  tend  to 
decline,  especially  as  production  expands.  In  fact,  upon  this 
method  the  taxpayer  knows  his  position :  under  a  Levy  he  will 
not — ^indeed,  cannot  knbw  it.  No  doubt  it  may  be  argued  thati 
assuming  a  Levy  to  have  been  made,  as  time  passes  and  it  is  not 
repeated,  the  expectation  of  another  being  imposed  will  gradually 
fade  away  until  it  becomes  negligible.  But,  in  the  first  place,  the 
damage,  as  compared  with  countries  where  there  has  been  no 
Levy,  will  have  been  done,  and  in  the  second  place  the  impression 
produced  by  it  will  have  been  most  vivid  in  the  important  interval 
of  five  to  seven  years  following  the  war.  It  is  then,  as  has  been 
shown  in  detail  by  the  Hon.  W.  Pember  Beeves  (7  he 
Times,  July  2dth,  1918),  that  confidence  will  be  needed 
most,  and  to  introduce  an  artificial  uncertainty  amongst 
the  many  which  will  be  inevitable  would  show  a  serious 
deficiency  in  practical  statesmanship.  During  the  war  people 
have  grown  accustomed  to  high  taxation,  and  in  the  first  genera- 
tion after  peace  business  will  adjust  itself  to  a  rate  which,  though 
still  large,  ought  to  show  a  gradual  decline  from  the  level  reached 
in  the  last  yeai^  of  the  war.  Though  the  conditions  will  be  hard, 
they  give  the  security  which  is  required  for  saving,  while  the 
inevitable  uncertainty  which  would  follow  the  imposition  of  a 
Levy  would  be  adverse  to  accumulation  during  the  most  critical 
period,  and  long  after  that  if  there  was  any  influential  demand 
for  a  repetition  of  it. 

The  type  of  persons  who  have  hitherto  saved  may  not  be  par- 
ticularly intelUgent,  but  they  have  a  faculty  of  looking  ahead  and 
are  gifted,  or,  perhaps,  cursed,  with  a  peculiarly  tenacious  memory. 
If  they  are  told  that  a  high  income-tax  differentiates  against  saving 
because  income  spent  is  only  taxed  once,  while  income  saved  and 
invested  pays  the  tax  more  than  once,  this  would  not  be  accepted 
as  a  defence  of  the  Levy.  These  people  will  not  unnaturally  point 
out  that,  since  the  Levy  is  one  upon  Capital,  it  starts  by  taxing 
saving,  and  probably  they  would  be  unkind  enough  to  compare 
its  method  with  that  of  Ottoman  tax-gatherers.  The  whole  basis 
of  the  scheme  fails  to  take  account  of  the  psychology  both  of 
taxation  and  of  the  saver.  The  system  of  payment  by  instalments 
has  become  so  universal  that  it  is  recognised  as  lightening  the 
burden  of  a  deWt  to  be  liquidated.  Besides  other  objections,  the 
reversion  to  the  payment  of  a  capital  sum,  even  when  it  was  no 
more  than  would  be  taken  from  the  same  taxpayers  in  income- 
tax  for  the  service  of  the  debt,  would  be  felt  to  be  much  the 
heavier  burden  of  the  two.    The  sense  of  injury  would  react  upon 
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accumulation  either  in  checking  the  rate  which  would  otherwise 
have  been  possible,  in  causing  people  to  expatriate  themselves,  or 
even  to  conceal  their  investments  in  overseas  countries.  No  doubt 
a  high  income-tax  would  also  operate  to  some  extent  in  the  same 
direction,  but  there  would  be  a  reasonable  probability  that  the 
rate  would  decline  partly  by  conversion  of  the  debt,  partly  by 
the  operation  of  the  sinking  fund,  and  partly  by  the  gradual  in- 
crease in  income  subject  to  taxation. 

Further,  it  is  to  be  noticed  that  in  what  has  been  said  so  far 
upon  this  question  the  statement  is  unduly  favourable  to  the  prin- 
ciple of  a  Levy.  Besides  the  alternatives  of  comparatively  high 
income-tax  and  a  lower  rate  following  the  Levy,  there  is  another 
important  condition  which  will  be  exceedingly  adverse  to  saving. 
If  earned  income  is  not  to  escape,  and  if  the  Levy  is  to  be  made 
less  offensive  for  certain  owners  of  material  capital,  both  classes 
will  be  subject  to  exceedingly  heavy  taxation  while  they  are 
paying  their  instalments.  Their  position,  particularly  that  of  the 
first  class,  would  be  exceedingly  unenviable.  Since  they  will  in 
effect  be  contributing  to  a  rapid,  instead  of  a  slow  redemption  of 
debt,  the  amount  of  special  taxation  for  this  purpose  must  be 
very  high.  This  is  to  be  added  to  the  taxation  they  must  pay  for 
purposes  other  than  redemption  of  debt,  which  will  tend  to  be 
higher  after  a  Levy  than  if  there  had  been  no  Levy.  Therefore, 
if  the  comparatively  high  income-tax  which  would  be  needed  (if 
there  is  no  redemption  of  debt  beyond  a  moderate  sinking  fund) 
is  alleged  to  check  saving,  would  not  the  very  much  higher  taxa- 
tion involved  in  the  system  of  instalments  be  in  danger  of  ex- 
tinguishing it  altogether  amongst  these  classes?  The  seriousness 
of  the  prospective  burden  may  be  illustrated  in  the  following  man- 
ner. If  it  be  assumed  that  a  given  rate  of  income-tax  will  be 
divided  as  to  five-elevenths  for  the  expenses  of  government  other 
than  the  service  of  debt,  another  five-elevenths  for  interest  on 
loans,  and  the  remaining  one-eleventh  for  redemption  at  one  per 
cent,  per  annum,  it  will  be  worth  endeavouring  to  calculate  what 
the  burden  of  a  representative  earned  income  would  be  under  the 
principle  of  a  Levy.  Suppose  the  income  in  question  is  one  which 
would  pay  income-tax  upon  the  basis  of  there  being  no  Levy 
at  the  rate  of  4«.  Id.  To  avoid  unnecessary  complications  in  the 
illustration,  it  may  be  assumed  that  the  valuation  for  purposes 
of  the  Levy  would  be  proportionate  to  the  sum  allocated  from 
the  tax  on  this  income  for  sinking  fund,  and  that  the  expecta- 
tion of  eaming-power  was  ten  years,  or,  alternatively,  that  ten 
years  was  the  period  over  which  instalments  were  to  extend. 
No.  111.— VOL-  xxvra.  T 
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Upon  this  basis,  omitting  for  the  purpose  of  simplifying  the  cal- 
culation the  probable  increase  in  taxation  for  the  expenditure  re- 
maining after  the  Levy  was  made,  if  the  whole  debt  was  extin- 
guished, there  would  be  first  of  all  the  same  five-elevenths  or 
25d.  tax  for  ordinary  expenditure.  The  amount  taken  by  the 
Levy  as  a  first  instalment  would  be  ten  times  as  great  as  that 
paid  to  the  sinking  fund  for  redemption  on  the  other  method, 
that  is,  50d.  After  the  first  year  the  taxpayer  would  be  liable 
for  90  per  cent,  of  his  Levy  upon  which  he  would  have  to  pay 
interest,  in  order  to  meet  the  interest  upon  the  amount  of  debt 
which  he  was  not  yet  able  to  redeem,  which  would  come  to  22d. 
more,  making  a  total  rate  of  Ss.  Id.  in  all,  an  increase  of  76  per 
cent.  In  the  nihth  year  the  Levy  would  be  the  same,  and  if  it 
be  taken  that  the  rate  for  ordinary  expenses  of  government  had 
not  varied,  the  main  change  would  be  in  interest,  since  now 
there  is  only  one  instalment  outstanding.  Thus  the  total  would 
be  77d.,  or  an  increase  of  41  per  cent.  After  the  tenth  year  the 
Levy  would  cease,  but  this  would  bring  small  consolation  to  the 
taxpayer,  since,  if  his  valuation  was  correct,  his  earning  power 
would  cease  Ukewise  and,  necessarily,  low  taxation  is  of  no  in- 
terest to  the  man  who  can  make  no  income.  If,  instead  of 
redeeming  all  the  debt,  only  half  was  cancelled,  then  this  tax- 
payer would  have  only  to  pay  half  as  much  in  instalments  on  the 
proportion  of  his  valuation  outstanding,  but  he  would  be  liable 
for  half  the  amount  he  would  have  paid  if  there  had  been  no 
Levy  for  service  of  the  debt.  Altogether  this  hybrid  type  of  Levy 
would  mean  an  increase  in  the  rate  of  his  taxation  in  the  first 
yeur  of  close  on  40  per  cent.  At  the  moment  it  is  fashionable  to 
take  the  debt  at  the  close  of  the  present  financial  year  upon  which 
this  country  will  have  to  find  interest  at  8,000  millions.  I  think 
this  estimate  errs  on  the  side  of  undue  pessimism;  but,  if 
that  figure  be  taken  for  purposes  of  calculation,  the  post-war 
revenue  (which  is  said  to  be  necessary)  is  often  put 
at  800  millions.  This  would  divide  conveniently  into 
tenths,  five-tenths  for  interest,  one-tenth  for  sinking  fund,  and 
four-tenths  for  the  remaining  expenditure.  A  complete  Levy 
upon  the  same  income  would  impose  an  initial  increase  of  85  per 
cent. ;  an  incomplete  one,  which  paid  off  half  the  debt  only,  46 
per  cent.  It  is  clear  that  saving  would  be  difficult  if  not  im- 
possible with  an  income-tax  (for  this  is  how  the  Levy  would  be 
regarded)  which  starts  by  approximately  doubling  the  rate  which 
would  have  been  otherwise  necessary.  If  (me  takes  a  high  earned 
income  (say  ^610,000,  which  must  be  assumed  to  be  the  whole 
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income  of  the  persons  whose  cases  are  under  consideration)  by 
the  same  method,  either  a  complete  or  an  incomplete  Levy  (which 
paid  off  half  the  debt)  would  wipe  it  out  altogether  in  the  first 
year.  But  perhaps  an  income  of  this  imposing  amount  demands 
more  respectful  treatment.  Of  course,  when  the  conditions  of 
oflSce  or  emplojrment  include  a  pension,  that  must  be  taken  into 
account.  The  next  question  is,  What  is  to  be  the  expectation  of 
life  during  which  the  income  and  pension  are  received  ?  I  propose 
to  take  only  ten  years,  though  judging  from  the  available  data — 
relating  to  Lord  Chancellors — that  period  is  much  too  short.  Thus 
we  have  an  income  of  Jei0,000  capitalised  at  ^6100,000.  For  a 
complete  Levy  a  capital  of  this  amount  would  be  required  to  pay 
about  50  per  cent.  Also,  not  according  to  my  calculations,  but 
in  those  made  by  some  who  lean  towards  the  Levy,  income-tax 
after  the  war  (provided  there  is  no  Levy)  upon  the  basis  of  an 
expenditure  of  800  millions,  it  is  said,  would  require 
the  doubling  of  the  rate  of  1917-18.  If  so,  the  in- 
come  in  question  would  be  subject  to  tax  at  13^.  Id. 
Four-tenths  of  that  for  Civil  Government  and  Pensions  would 
be  63d.  in  the  £.  The  first  instalment  of  the  Levy  would  require 
157d.  in  the  £,  and  interest  on  the  instalments,  still  to  be  paid, 
70c/.  in  the  £,  or  a  total  rate  of  290d.  in  the  £.  Even  a  Levy 
discharging  half  the  debt  would  still  leave  Lord  Chancellors  and 
others,  earning  an  income  of  this  amount,  owing  the  Grovemment 
a  few  pence  in  each  j£l  of  income  after  they  had  surrendered  it 
all! 

Without  dwelling  upon  the  extreme  cases  (which  constitute 
a  reductio  ad  abiurdum  of  some  forms  of  the  Levy)  it  is  clear 
that  the  initial  rate  would  be  so  high  that  it  must  tend  to  check 
effort  in  the  direction  of  eocmomy. 

It  appears,  then,  that  this  part  of  the  argument  results  in  a 
dilemma.  If  a  Levy  is  imposed  upon  immaterial  capital  it  seems 
likely  that  it  will  inevitably  break  down  in  {nractice ;  if,  on  the 
other  hand,  immaterial  capital  is  exempted,  then  the  whole  priti- 
ciple  is  endangered.  Again,  if  the  Levy  is  complete,  both  in 
applying  to  all  capital  (both  immaterial  and  material)  and  to  all 
the  debt,  it  is  in  danger  of  never  being  applied :  an  incomplete 
Levy  is  based  on  a  contradiction  which  becomes  more  expUcit 
the  more  it  is  developed.  The  latter  is  an  unescapeable  con- 
clusion. It  is  a  case  of  "  all  or  none  "  as  regards  debt  redemption 
and  the  capital  levied  upon.  "All"  ia  likely  to  be  rejected — 
leaving  the  other  alternative. 

There  remains  one  type  of  argument,  some  of  the  implications 
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of  which  I  would  venture  to  deprecate  as  Btrongly  as  possible. 
This  takes  the  form  that  the  rate  of  taxation  after  the  war  will  be 
so  serious  that  it  cannot,  or  will  not,  be  borne,  and  that  a  Levy 
is  the  only  other  resource.  To  put  the  matter  perhaps  a  little 
brutally,  if  the  Levy  is  to  be  a  straight  deal  and  not  a  crooked  one, 
it  must  take  at  least  as  much  as  the  capitalised  value  of  the  taxes 
it  commutes.  As  already  shown  it  is  likely  to  take  more,  both 
directly  and  indirectly.  Therefore  a  forliofi  if  the  country  can 
bear  the  Levy  it  could  bear  the  taxation  for  which  it  is  to  be 
substituted.  It  seems  to  me  that  there  is  a  general  tendency 
amongst  those  who  favour  a  Levy  to  overestimate  the  rate  ot 
taxation  in  the  early  years  of  peace.  Elsewhere  (Economic 
Problems  of  Peace  after  War,  Second  Series,  pp.  89-136)  I  have 
endeavoured  to  picture  the  financial  situation  in  that  period. 
While  the  burden  must  inevitably  be  heavy — ^it  will  be  that 
whether  there  is  a  Levy  or  not — my  conclusion  was  that  it  would 
be  far  from  being  so  heavy  as  to  be  intolerable.  But  those  who 
apparently  tend  towards  a  different  view  would  not  admit  my 
figures,  just  as  I  do  not  accept  theirs.  However,  the  real  centre 
of  gravity  in  this  part  of  the  position  may  be  ascertained  in  a 
different  manner.  Professor  Pigou  calculates,  upon  a  basis  which 
appears  to  me  to  be  not  a  little  unstable,  that  if  there  is  no  Levy 
the  rates  of  income-tax  which  obtained  in  1917-18  would  have  to 
be  doubled.  Those  rates  he  describes  as  very  high  for  small  in- 
comes and  "  enormously  high "  for  large  ones.  Let  us  then  see 
if  the  situation  would  be  bettered  by  the  Levy.  Under  the  scale 
he  adduces,  an  income  of  £50,000  would  be  liable  to  income-tax 
and  super-tax  amounting  to  16s,  2d.  in  the  j£,  leaving  d99,583  free 
of  tax.  His  method  of  fixing  the  Levy  is  to  multiply  Estate 
Duties  to  the  extent  necessary.  Thus,  if  it  be  taken  that  a  com- 
plete Levy  would  require  four  times  the  present  Estate  Duty, 
and  that  a  capital  of  £1,000,000  (upon  which  the  rate  is  20  per 
cent.)  yields  £60,000  a  year,  this  Levy  would  reduce  it  to  £200,000, 
producing  £10,000  a  year.  That  inc<Hne,  however,  would  be  sub- 
ject to  its  proportion  of  such  taxation  as  would  remain  after  the 
Levy  had  been  made,  so  that  in  reality  the  poor 
millionaire  would  be  much  worse  off.  He  would  also 
sustain  another  injury.  A  very  heavy  income-tax  at 
least  leaves  him  the  hope  of  subsequent  reduction,  the 
Levy  consigns  him  to  an  inferno  where  it  must  be  finally  aban- 
doned. Further,  this  is  only  a  first  approximation,  and  further 
inquiry  leaves  the  position  very  much  worse.  Multiplying  the 
Estate  Duties  by  four  falls  short  of  the  sum  required  by  20  per 
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cent.,  and  it  is  significant  that  part  of  the  deficiency  is  to  be 
made  up  ''  by  stiffening  the  rate  at  the  tipper  end."  In  any  case, 
since  fonr  times  the  Estate  Duty  of  20  per  cent,  falls  short  of  a 
complete  Levy  by  20  per  cent.,  and  it  only  leaves  the  taxpayer 
20  per  cent,  of  his  capital,  the  adjustment  points  to  a  complete 
elimination  of  all  his  property.  The  Levy,  in  fact,  would  exact 
cent,  per  cent.  It  is  only  right  to  add  that  Professor  Pigou  stops 
short  of  the  logical  development  of  his  own  principles,  contenting 
himself  with  an  imperfect  Levy  in  which  only  half  the  debt  he 
estimates  is  redeemed  by  a  doubling  of  Estate  Duties,  slightly 
modified  and  recast.^  Still,  if  the  operation  were  completed  by 
a  subsequent  redemption  of  the  remaining  moiety  of  the  debt, 
the  result  would  be  as  stated  above,  except  in  so  far  as  any  new 
capital  accumulated  between  the  first  and  the  second  Levies  might 
be  made  subject  to  the  latter. 

Even  though  this  analysis  has  extended  to  considerable  length, 
it  has  not  been  possible  to  touch  upon  some  aspects  of  the  project 
which  are  of  no  less  importance.  In  particular  there  is  the  tech- 
nical question  of  valuation  which  would  present  increasing  diffi- 
culties the  more  closely  it  was  approached.  Also  there  is  another 
side  which  in  its  wider  aspects  is  worthy  of  consideration.  Victory 
in  war  has  been  too  often  followed  by  an  overweening  pride  in 
martial  achievement.  The  latter  would  be  a  danger  to  the  peace 
of  the  future.  The  heavy  taxation,  which  normally  remains  as 
an  aftermath  of  war,  b  a  constant  reminder  of  the  loss  and  waste 
which  it  involves,  repressing  bellicose  tendencies  and  promoting 
peace.  According  to  the  arguments  in  favour  of  a  Levy  that 
natural  check  upon  the  tendencies  which  make  for  strife  and 
disorder  would  be  removed,  and  what  other  influence  of  equal 
power  is  to  replace  it? 

W.  R.  Scott 

1  It  should  b«  Added,  aUo,  that  Mnong  Uiom  who  lean  iowardt  »  Lovy, 
PvofeMor  Pigoa  it  one  of  the  very  few  who  tee  that,  in  principle,  earned 
inoomea  should  be  sobject  to  it.  In  the  calculation,  summarised  above,  he 
docs  not  take  credit  for  receipts  from  this  source.  If  that  were  done,  the 
millionaire  would  be  left  with  some  minute  fraction  of  his  property. 
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A  LEVY  ON   CAPITAL. 

The  Economic  Journal  for  June  contains  three  articles 
recommending  a  Levy  on  Capital  as  a  means  of  paying  off  some,  at 
least,  of  the  war  debt.  I  desire  to  consider,  first,  whether  we  are 
shut  up  to  this  method  by  the  impossibility  of  paying  our  way 
by  more  ordinary  methods  of  taxation,  and  secondly,  whether  the 
method  is  itself  either  practicable  or  just. 

I. — Is  it  impossible  to  pay  interest  plus  sinking  fund  on  the 
debt  out  of  the  national  income?  That  it  is  possible  is  surely  clear 
when  we  reflect  that  substantially  the  whole  of  the  expenditure 
on  the  war,  the  amount  raised  by  loan,  as  well  as  that  raised  by 
taxation,  all  that  has  not  been  received  from  abroad  by  sales  of 
seciuities  or  borrowing,  has  been  raised  from  the  national  income. 
After  the  war  only  interest  (plus  sinking  fund)  and  no  longer  the 
capital  of  the  debt  will  have  to  be  raised.  What  are  the  limits 
to  the  proportion  of  the  national  income  that  can  be  taken  in 
taxation? 

First,  enough  must  be  left  to  support  life.  This,  however,  is 
a  very  elastic  limit.  In  1800  the  British  proletariat  supported  life 
on  about  half  of  what  that  proletariat  had  in  1900,  and  in  1900 
the  standard  of  life  was  much  lower  in  every  other  European 
country  than  in  Britain. 

Secondly,  taxation  on  income  must  not  be  so  high  as  to  cause 
too  great  an  exodus  to  less  highly  taxed  countries.  One  can 
imagine  taxation  carried  to  a  point  where  it  defeated  itself  by 
leaving  within  the  reach  of  the  British  Chancellor  of  the  Ex- 
chequer fewer  and  ever  fewer  persons  to  pay  it. 

Thirdly,  short  of  taxation  that  would  drive  people  out  of  the 
country,  it  is  argued  that  taxation  may  be  so  high  as  to  destroy 
the  motive  to  effort,  and  still  more  to  enterprise  and  operations  in- 
volving risk.  Who,  it  is  said,  will  exert  himself  and,  still  more, 
will  risk  what  he  has  abeady  got,  to  increase  bis  income,  if  he 
has  to  give  half  or  three-quarters  or  nine-tenths  of  that  increase 
to  the  State?  This  seems  to  me  unanswerable  with  regard  to 
such  a  tax  as  the  excess  profits  tax  or  a  too  steeply  graded  in- 
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come- tax.  If  a  man  can  enjoy  a  given  income  at  a  low  rate  of 
taxation,  but  has  to  pay  a  much  higher  rate  on  every  increment 
which  comes  from  increased  exertion  or  risk,  there  seems  to  me 
no  possible  answer  to  the  argument  that  taxation  discourages  the 
increased  exertion  or  acceptance  of  risk.  But  if  income-tax  is 
levied  at  something  not  too  far  removed  from  a  flat  rate,  the 
result  of  even  a  very  high  income-tax  is  by  no  means  so  obvious. 
The  comparatire  results  of  less  and  greater  energy  and  enterprise 
remain  the  same.  We  will  suppose  that  it  is  in  a  man's  option 
to  double  his  income  by  increased  exertions  and  risks.  With  a 
nominal  income-tax  his  income  is  £2,000,  and  might  be  £4,000. 
With  income-tax  at  lOs.  in  the  £  it  is  £1,000,  and  might  be 
£2,000.  Is  it  quite  clear  that  the  motive  is  less  strong  in  the  one 
case  than  the  other?  Nay,  much  economic  argumentation  has 
been  employed  to  the  effect  that  men  will  struggle  harder  to 
avoid  a  loss  than  to  make  a  profit.  Thus  it  has  been  argued  that 
low  wages  promote  industry,  because  they  necessitate  a  greater 
effort  to  make  a  bare  living,  and  sinoilarly  that  high  rents  promote 
good  farming.  Nowadays  it  is  more  usual  to  apply  the  argument 
to  the  employer  and  to  argue  that  anything  that  operates  primarily 
to  his  prejudice,  e.g.,  higher  wages  or  competition,  acts  really  as 
an  incentive.  Professor  Pigou  does  not  seem  to  dispute  this  in 
general.  His  objection  to  a  high  inc(Hne-tax  under  the  head  of 
productivity  seems  to  turn  on  the  discouragement  to  extra  doses 
of  energy  or  enteri»ise  that  arises  under  a  steeply  graded  tax. 

There  is  one  more  point — the  effect  of  high  taxation  on  the 
local  destination  of  capital.  Other  things  being  equal,  it  is  to 
each  country's  advantage  to  secure  to  itself  as  large  a  portion  as 
possible  of  the  world's  capital,  and  high  taxation  must  necessarily 
be  a  disadvantage  in  that  competition.  As  far  as  the  investment 
in  Britain  of  foreign  capital  goes,  there  does  not  appear  to  be  any 
answer.  A  high  income-tax,  levied  as  in  Britain,  cannot  but  deter 
the  foreign  investor.  We  saw  that  special  iMX)vision  had  to  be 
made  for  the  exemption  from  British  income-tax  of  foreign  in- 
vestors in  British  War  Loan.  Britain  is  more  likely  to  be  affected 
in  the  competition  for  capital  by  the  converse  process,  the  export 
of  British  capital.  But  here  the  British  capitalist  investing 
abroad  cannot  escape  British  income-tax  on  the  income  from  his 
foreign  investments  except  by  transporting  himself  along  with 
his  property  outside  the  jurisdiction  of  the  British  Chancellor  of 
the  Exchequer.  So  that  this  resolves  itself  into  the  effect  of 
high  taxation  on  population  before  noted. 

The  conclusion  I  reach  is  that  the  limit  to  the  proportion  of 
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the  national  income  which  it  is  possible  to  take  by  taxation  with- 
out, first,  destroying  life  by  starvation,  secondly,  denuding  the 
country  of  population,  thirdly,  destroying  energy  and  enterprise, 
is  comparatively  far  distant.  Nobody  pretends  that  high  taxation 
of  income  in  any  form  is  agreeable.  It  is  not  even  necessary  to 
maintain  that  it  has  no  bad  ulterior  effects.  I  hope,  however,  to 
show  that  its  disadvantages  are  less  than  those  attendant  on  a 
Levy  on  Capital. 

When  I  talk  of  raising  the  money  by  a  tax  on  the  national 
income,  I  do  not  confine  myself  to  income-tax.  Income-tax  must, 
no  doubt,  remain  the  predominant  form  of  a  tax  on  the  national 
income,  but  it  need  not  be  the  only  form.  Incomes  necessary  for 
subsistence  can  only  claim  exemption  so  far  as  they  are  devoted  to 
subsistence.  The  luxuries  of  the  poor,  drink,  tobacco,  or  enter- 
tainments, are,  in  their  degree,  as  proper  subjects  for  taxation  as 
the  luxuries,  or  the  incomes,  of  the  rich,  and  when  we  have  all 
to  submit  to  restrictions  in  diet,  I  do  not  see  why  non-protective 
taxes  on  food  need  be  excluded.  It  remains  to  be  seen  whether 
the  present  Committee  will  be  able  to  hammer  out  any  workable 
luxury-tax.  Possibly  it  will  be  found  best  to  proceed  on  the  Glad- 
stonian  canon  that  taxes  on  a  few  staple  articles  of  wide  con- 
sumption are  the  most  productive.  For  instance,  the  best  com- 
plement of  the  income-tax  might  be  a  tax,  with  a  drawback  on 
export,  on  all  dress  fabrics  of  a  character  beyond  what  is  absolutely 
necessary  to  cover  one's  nakedness. 

In  any  case,  I  must  protest  against  the  attempt,  avowed  in 
certain  quarters,  to  make  a  few  rich  men  pay  off  the  debt,  whether 
from  capital  or  income.  Apart  from  its  manifest  unfairness,  the 
thing  is  impossible  or  inexpedient  for  at  least  two  reasons.  Pirst, 
as  indicated  above,  if  successive  increments  of  energy  and  enter- 
prise are  taxed  at  very  different  rates,  energy  and  enterprise  will 
soon  cease  to  exist  in  the  higher  regions.  Those  who  are  not 
millionaires  may  have  a  difficulty  in  understanding  the  psychology 
of  millionairism,  in  understanding  why  those  who  are  already 
very  rich  should  not  only  toil,  but  adventure  their  existing  wealth, 
to  become  richer ;  but  it  will  be  a  bad  day  for  the  commonwealth 
when  the  very  rich  cease  to  be  subject  to  the  same  economic 
motives  as  humbler  folk.  Secondly,  it  can,  I  think,  be  shown 
that  we  cannot  get  all,  or  nearly  all,  we  want  even  if  we  took  the 
whole  capital  or  income  of  the  very  rich.  There  are  not  enough 
of  them.  As  well  try  to  raise  yoiir  whole  railway  revenue  from 
first-class  fares. 

11. — ^Let  us  now  consider  the  justice  and  the  practicability  of 
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the  Levy,  premising  that  it  is  to  include  such  things  as  furniture, 
jewellery,  or  works  of  art,  and  that  it  is  not  (as  has  been  proposed 
in  some  quarters)  to  exclude  pleasure  motor-cars  while  including 
commercial  motor-cars. 

The  great  objection  to  a  Levy  on  Capital  is  its  unfairness  as 
between  different  forms  of  wealth.  It  seems  to  involve  a  complete 
abandonipent  of  all  attempt  to  base  taxation  on  ability  to  pay. 
I  cannot  see  that  any  one  has  even  attempted  to  show  how  it 
can  be  fair  to  tax  an  income  of  £200  a  year  from  investments  and 
to  exempt  a  barrister's  professional  income  of  £20,000.  It  is  no 
answer  to  refer  to  death  duties.  First,  death  duties  are  a  tax  on 
a  benefit  received.  Secondly,  death  duties  can  only  be  justified 
so  long  as  they  are  balanced  by  other  forms  of  taxation.  Here,  in 
regard  either  to  the  whole  or  to  a  large  portion  of  the  debt,  the  pro- 
posal is  to  tax  capital  wealth  alone  and  let  all  incomes,  however 
large,  not  based  on  capital  escape  taxation. 

Mr.  Hook  makes  the  surely  surprising  statement  that  objectors 
to  the  scheme  have  not  objected  on  the  ground  of  its  justice.  My 
experience  is  the  very  reverse.  My  experience  is  that 
objectors  keep  asking  why  two  people  with  equal  incomes 
available  for  their  personal  expenditure — equal  ability  to 
pay  taxation— are  to  be  treated  differently,  not  merely 
with  the  incidental  inequalities  that  are  essential  in  all  systems 
of  taxation,  but  to  the  extent  of  throwing  the  whole  burden  on  one 
class  and  entirely  exempting  the  other. 

An  answer  is  attempted  by  pointing  out  other  inequalities,  or 
stating  in  general  terms  that  inequalities  are  inevitable  in  all 
systems  of  taxation,  or  may  even  be  accepted  with  our  eyes  open 
to  avoid  worse  evils.  But  surely  the  question  will  always  be  as 
to  the  extent  and  the  necessity  of  the  inequaUty.  Here  the  in- 
equaUty  is,  first,  gross  and,  secondly,  unless  payment  of  the 
debt  is,  on  any  other  method,  absolutely  impossible,  that  is,  unless 
the  United  Kingdom  is,  according  to  traditional  standards,  in- 
solvent, gratuitous. 

Mr.  Hook  says  the  income-tax  is  equally  unfair  or  more 
unfair.  He  takes  a  given  capital  and  shows  how  it  will  pay 
different  amounts  of  tax  according  to  the  way  it  is  invested  or 
treated  by  its  possessor.  In  some  cases  the  criticism  may  be  just, 
as  in  the  case  of  a  wasting  security,  such  as  a  mine.  Whether  a 
remedy  is  practicable  here  I  do  not  know,  but  prima  facie  a  valid 
criticism  may  be  made  on  the  score  of  justice.  Whether  taxing 
an  annuity  at  the  same  rate  as  interest  on  an  intact  capital  is 
justifiable  is  not  so  easily  answered.    Taxing  an  annuity  is  taxing 
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capital  as  well  as  the  produce  of  capital.  On  the  other  hand,  an 
income-tax  may  be  regarded  as  a  means  of  taxing  a  man's  personal 
expenditure,  which  is  supposed  on  the  whole  to  be  measured  by 
his  income.  This  is  the  principle  on  which  income-tax  payers  are 
allowed  to  deduct  premiums  of  life  insurance,  and,  indeed,  the 
only  valid  principle  on  which  discrimination  between  earned  and 
unearned  income  can  be  justified.  (See  Mill,  Political  Economy, 
Bk.  v.,  Ch.  n.,  S.  4.)  From  this  point  of  view  the  full  taxation 
of  annuities  can  be  abundantly  justified.  The  annuitant  is  in  the 
opposite  position  to  the  life  insiu-er,  and  has  proclaimed,  as  plainly 
as  his  acts  can  speak,  that  he  means  to  devote  his  whole  annuity 
to  personal  expenditure.  In  Mr.  Hook*s  instance  of  the  invest- 
ment held  for  the  sake  of  an  appreciation  of  capital  value  rather 
than  for  an  immediate  return  there  is  not,  as  it  seems  to  me, 
even  a  theoretic  injustice.  The  selling  value  of  every  security 
depends  on  the  anticipated  returns  in  the  shape  of  dividends, 
whether  or  not  those  dividends  are  deferred.  I  buy  shares  in  a 
newly  planted  rubber  company,  knowing  that  I  shall  get  no 
dividends  for  years.  If  and  when  the  dividends  begin,  the  State 
takes  its  full  toll  of  them,  and  I  cannot  see  that  it  matters  in  the 
least  to  the  State  whether  I  receive  the  taxed  dividends  or  a  pur- 
chaser from  me,  or  at  what  price  I  have  sold.  To  tax  both  divi- 
dends and  enhancement  of  price  due  to  actual  or  prospective 
dividends  would  be  taxing  the  dividends  twice  over.  (See  Mill, 
Dissertations  and  Discussions,  IV.,  235.) 

It  will  be  noticed  that,  in  his  criticism  of  income-tax,  Mr. 
Hook  assumes  the  very  point  he  has  to  prove,  that  capital  and 
not  income  is  the  proper  basis  of  income-tax.  I  on  the  other 
hand  claim  that  the,  advantage  of  making  income  rather  than 
capital  the  basis  of  taxation  is  that  income  is  a  fact,  whereas 
capital  is  merely  an  estimate.  The  capital  value  of  an  investment 
is  simply  an  estimate  of  what  it  is  likely  to  bring  in,  one  year 
with  another.  Surely  it  is  on  every  ground  preferable  that  the 
State  should  take  its  toll  on  the  actually  reaUsed  income,  rather 
than  on  an  expectation  of  income  that  may  never  be  realised. 
One  result  of  a  Levy  on  Capital  is  that  it  would  stereotype  the 
position  of  all  holders  of  wealth  at  a  particular  moment,  and  affect 
their  position  for  all  time  according  to  values  and  estimates 
which  might  turn  out  to  have  been  very  misleading,  and  never 
more  so  than  at  the  time  when  they  would  be  made.  Plus  valet 
quod  in  re  quam  quod  in  opinione  constat. 

Professor  Pigou,  if  I  may  say  so,  deals  very  fairly  with  the 
question  of  justice.    He  suggests,  firstly,  that  a  tax  on  material 
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capital  coald,  if  thought  desirable,  be  balanced  by  a  tax  on  im- 
material capital,  by  capitalising  a  man's  brain  and  energy.  1 
think  it  will  be  found  that  that  would  rob  the  scheme  of  half 
its  attractions,  and  that  if  the  two  classes  of  wealth  are  to  be 
on  the  same  footing,  the  strict  justice  of  which  Professor  Pigou 
fully  admits,  that  will  be  best  accomplished  by  an  income-tax. 
Secondly,  Professor  Pigou  makes  an  estimate,  which  he  admits 
to  be  very  precarious,  that  the  exemption  of  immaterial  capital 
would  add  one-tenth  only  to  the  burden  on  material  capital. 

My  general  criticism  would  be  that  dealing  with  large  classes, 
as  Professor  Pigou  does,  is  apt  to  be  misleading.  I  may  illus- 
trate. Men  have  hitherto  had  more  c^pcM'tunities  than  women 
both  of  making  and  of  inheriting  fortunes.  A  system  of  taxation 
based  on  sex,  and  taxing  men,  as  men,  more  heavily  than  women, 
might  be  quite  fair  as  between  the  sexes  in  general,  but  quite 
unfair  as  between  the  poor  man  and  the  rich  woman.  It  would 
also  be  gratuitously  unfair,  as  by  basing  taxation  not  upon  sex, 
as  raising  a  presumption  of  means,  but  directly  upon  means,  you 
attain  your  full  object.  So  here  I  argue  that  in  income  you  get 
a  far  exacter  measure  of  ability  to  pay  than  in  any  presumption 
that  three-quarters  of  the  income  subject  to  tax  is  derived  from 
capital. 

Similarly  Professor  Pigou  argues  that  the  representative  man 
over  forty-five  owns  six  times  as  much  capital  as  the  representative 
man  below  that  age,  and  that  therefore  the  special  taxation  of 
capital  may  be  set  off  against  the  admittedly  disproportionate 
sacrifice  that  has  been  demanded  of  our  fighting  men,  whom  his 
argument  identifies  with  the  whole  population  under  forty-five. 
Siu-ely  the  identification  is  too  inexact  to  possess  any  real  value. 
If  it  be  thought  fair  and  feasible  to  lighten  the  financial  burdens 
of  our  returning  soldiers,  a  more  direct  method  might  be  found, 
one  that  would  not  extend  to  w<Hnen  and  exempted  men  and  that 
on  the  other  hand  included  soldiers  with  capital. 

We  may  now  consider  the  practicability  of  the  Levy.  The 
first  remark  is  that  it  is  to  be  levied  on  individuals,  not  deducted 
at  the  source.  This  alone,  in  my  opinion,  stamps  its  signal  in- 
feriority to  income-tax.  The  great  merit  of  income-tax,  and  par- 
ticularly on  unearned  income,  is  that  it  is  to  so  great  an  extent 
levied  automatically  without  any  possibility  of  or  temptation  to 
concealment  or  undervaluation.  Death  duties  no  doubt  depend 
upon  inventories  of  estate  given  up  by  the  individual  taxpayer. 
But  the  successor  cannot  get  possession  of  the  estate  without  such 
inventories,  and  the  transfer  of  property  from  a  deceased  person 
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to  his  successor  is  a  much  more  public  fact  than  the  continued 
possession  of  property.  Super-tax  again  depends  on  the  tax- 
payer's own  statement,  and  it  is  argued  that  a  return  for  a  Capital 
Levy  would  probably  be  made  with  greater  care  than  one  for 
super-tax.  But  in  the  case  of  super-tax  temptation  to  fraud  is 
less.  It  extends  to  the  taxation  of  a  single  year  only.  To  escape 
the  tax  permanently,  in  whole  or  in  part,  would  require  an  annual 
repetition  of  the  fraud.  In  the  case  of  a  Capital  Levy  it  is  to 
depend  largely  on  the  taxpayer's  own  honesty  whether  he  is  to 
pay  once  for  all  an  amount  that  must  affect  his  position  in  per- 
petuity. 

Have  the  advocates  of  a  Capital  Levy  reflected  what  is  involved 
in  valuing  at  one  moment  the  whole  of  the  £15,000,000,000  of 
private  wealth  in  the  country?  Those  who  have  to  do  with 
valuing  the  estates  of  deceased  p)erson8  know  what  is  involved. 
Fancy  valuing  in  one  year  the  contents  of  every  dwelling-house 
in  the  country,  or  even,  if  you  like,  of  the  dwelling-house  of  every- 
one who  would  come  under  the  Levy.  Or  take  the  case  of  the 
owner  of  a  **  one-man  *'  business.  On  the  death  of  such  an 
owner  every  item  of  his  business,  plant,  stock-in-trade,  book 
debts,  has  to  be  separately  enumerated  and  valued  by  an  expert. 

We  have  not  far  to  seek  for  a  proof.  I  refer  to  the  ghastly 
fiasco  of  the  valuations  under  the  Finance  Act  of  1910.  I  know 
that  these  valuations  contain  a  great  deal  more  than  the  ascertain- 
ment of  the  actual  selling  value.  Still  it  should  now  be  evident 
that  the  simultaneous  ascertainment  of  the  selling,  or  *'  total,** 
value  of  every  parcel  of  land  in  the  country  is  inherently  im- 
possible. 

I  know  it  is  said  that  the  checking  of  the  returns  could  be 
spread  over  a  term  of  years,  and  the  Levy  be  made  on  a  preliminary 
valuation  made  by  the  taxpayer  subject  to  ultimate  adjustment, 
but  unless  the  preliminary  valuation  is  to  be  made  absolutely  at 
random,  the  immediate  assistance  of  experts  is  required.  Some 
sort  of  expert  valuation  of  the  greater  part  of  the  land,  buildings, 
furniture,  jewellery,  the  plant,  stock-in-trade,  and  book  debt«  of 
one-man  businesses  would  have  to  be  made  at  once.  The  expense  of 
this  to  the  taxpayer  is  as  much  to  be  counted  in  as  the  ultimate 
expense  to  the  Government.  It  is  probable  that  fees  to  solicitors 
and  surveyors  in  respect  of  the  valuation  under  the  Finance  Act 
of  1910  amounted  to  a  minimum  of  a  guinea  for  every  parcel  of 
land  in  the  country,  and,  of  course,  in  many  cases  to  very  much 
more.  Then  what  rate  of  interest  is  to  be  paid  or  exacted  on 
final  adjustment?    If  low,  there  will  be  a  temptation  to  under- 
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valuation.    If  high,  the  State  will  have  to  pay  extravagantly  for 
a  few  years*  use  of  money. 

It  is  contemplated  that,  either  by  exchange  facilities  or  by 
the  demand  of  those  whose  War  Loan  was  paid  off,  the  ultimate 
result  would  be  a  simple  transference  of  securities  from  {uresent 
holders  to  paid-off  holders  of  War  Loan.  This  admittedly  in- 
volves special  inducements  to  holders  of  War  Loan,  i.e.,  an  addition 
to  the  State's  burden.  It  is  equally  obvious  that  many  kinds  of 
property  that  would  have  to  be  sold,  mortgaged,  or  surrendered 
to  pay  the  Levy  are  unsuitable  or  unacceptable  to  holders  of  War 
Loan.  I  need  not  labour  the  point,  but  it  is  surely  obvious  that 
at  least  a  great  amount  of  complication  and  friction,  and  probably 
depreciation  of  securities  other  than  War  Loan,  would  result 
before  the  transfer  was  completed.  Professor  Pigou  estimates  at 
from  18  to  20  per  cent.  *'  trade  assets,  etc.,  household  goods,  and 
apparel  and  miscellaneous  property.**  One-fifth  of  the  whole  is 
hardly  a  negligible  proportion,  and  all  these  would  be  difficult 
either  to  value  or  to  sell  or  to  borrow  upon  or  to  transfer. 

Emphasis  is  laid  on  the  point  that  the  Levy  is  to  be  made 
once  for  all,  and  therefore  will  not  have  the  reactions  on  produc- 
ti<H)  and  thrift  that  it  is  admitted  would  follow  a  recurrent  Levy 
on  Capital.  But,  as  Mill  said  on  a  similar  occasion,  it  does  not 
rest  with  you  whether  your  action  shall  create  a  precedenT.  Pro- 
fessor Pigou  admits  that  no  Parliament  can  bind  its  successor, 
and  that  the  expectation  of  a  second  Levy,  with  its  psychological 
consequences,  is  a  probable  consequence  of  a  first.  Supposing 
we  could  ensure  that  there  should  be  no  second  similar  tampering 
with  capital,  another  objection  remains.  The  proposers  of  the 
scheme,  I  am  sure,  intend  to  be  as  fair  as  I  do  myself,  but,  though 
they  may  not  recognise  it,  is  there  not  an  element  of  meanness  in 
their  scheme?  What  is  their  argument  but  to  say  :  **  We  quite 
recognise  that  it  would  never  do  to  say  we  were  going  to  tax 
future  capital.  But  present  capital,  which  ex  hy pothesi  has  come 
into  existence  because  it  has  not  been  threatened,  is  at  our  mercy. 
It  is  too  late  now  for  its  possessors  to  reflect  that  it  is  not  worth 
their  while  to  toil  and  scrimp  themselves  in  order  that  the  State 
may  appropriate  a  substantial  part  of  the  results  of  their  toil  and 
saving.**  What  else  does  all  the  talk  of  the  new  generation 
starting  free  from  burdens  amount  to? 

A.  A.  MiTCHBLL 
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AN   ESTIMATE  OF  THE   CAPITAL  WEALTH  OF  THE 
UNITED  KINGDOM  IN  PRIVATE  HANDS. 

In  the  vigorous  discussion  which  is  now  proceeding  upon  the 
question  of  a  Capital  Levy,  various  estimates  of  the  capital  wealth 
affected  by  the  proposals  have  been  put  forward  based  upon  widely 
differing  estimates  of  national  wealth.  The  most  recent  detailed 
estimate  published  was  made  by  the  present  writer  in  British 
Incomes  and  Property  (1916)  for  1914,  upon  the  plan  associated 
with  the  name  of  Giffen,  and  it  gave  a  total  of  £14,300  million 
with  an  indication  that  the  true  figure  could  not  differ  from  that 
amount  by  more  than  £2,000  million.  The  probable  margin  of 
error  was,  indeed,  much  smaller,  and  that  estimate  stood  in  con- 
trast with  others — for  which,  indeed,  no  detailed  particulars  were 
given — ranging  from  less  than  £10,000  million  to  £24,000  million, 
and  professing  to  relate  to  the  same  subject-matter.  However 
useful  **  Giffen  '*  and  similar  valuations  may  be  for  particular 
purposes,  they  are  certainly  not  capable  of  use  in  every  connection 
in  which  aggregated  wealth  is  under  discussion,  or  without  regard 
to  the  conceptions  of  capital  involved,  and  they  cannot  be  applied 
directly  and  without  considerable  modification  in  the  discussion 
upon  a  Capital  Levy.  So  far  no  ad  hoc  investigation  of  the  par- 
ticular problem  has  been  published,^  and  it  is  the  purpose  of  this 
article,  not,  indeed,  to  discuss  in  any  way  the  merits  of  the  pro- 
posals, but  to  ascertain  whether  any  more  suitable  estimate  can 
be  substituted  in  the  interests  of  relevant  discussion  and  to  set 
out  the  main  outlines  of  an  attempt  to  estimate  the  amount  of 
wealth  in  private  hands  which  would  come  within  the  scope  of 
such  a  tax  as  it  is  generally  presented. 

The  ordinary  estimates  cover  three  sections  :  (A)  Wealth  be- 
longing to  the  community  in  a  broad  sense,  and  not  subject  to 
individual  rights  of  ownership,  e.g.,  Government  and  municipal 
property ;  (B)  private  wealth  capable  of  absolute  individual  dis- 
posal, e.g.,  shares  in  companies;  (C)  wealth  held  legally  in  forms 
of  corporate  ownership,  intermediate  between  (A)  and  (B)  and 
not  readily  assignable  in  definite  proportions  to  individuals.  In 
the  ordinary  computation,  the  national  debt  is  treated  as  positive 
wealth  under  (B),  but  as  a  deduction  (or  mortgage)  from  (A). 

*  Since  this  waa  written  an  aatimate  by  Mr.  Pethid;  Lawrence  in  hia 
book  **  A  Levy  on  Capital "  haa  appeared. 
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Obviously,  as  the  national  wealth  consists  normally  of  the  sum  of 
(A),  (B)»  and  (C),  it  must  be  greater  than  the  private  wealth 
capable  of  individual  taxation,  consisting  of  (B)  and  a  small  part 
of  (C)  only,  but  this  will  no  longer  be  the  case  when  the  national 
debt  assumes  gigantic  proportions  exceeding  in  amount  the  value 
of  State  and  local  property.  In  that  event,  (A)  becomes  a  minus 
quantity,  increasing  pari  passu  with  the  increase  in  (B)  due  to 
this  cause,  if  the  whole  debt  is  borrowed  at  home,  and  at  an 
even  greater  rate  if  there  are  loans  from  abroad,  while  the  deduc- 
tion of  the  debt  as  a  mortgage  may  even  exceed  the  sum  of  (A) 
and  (C).  We  should,  therefore,  now  expect  that  the  estimate 
of  *'  wealth  in  private  hands  **  will  begin  to  exceed  the  estimates 
of  "  national  wealth  *'  in  the  ordinary  sense. 

There  are  two  available  methods  of  computation  of  national 
wealth  which  fairly  cover  the  whole  ground.  The  first  is  a  capi- 
talisation of  profits  and  sources  of  income  in  (B)  and  (C)  supple- 
mented by  estimates  for  (A)  and  for  non-income-producing  wealth, 
and  this  method  is  based  upon  income-tax  data  (the  "  Giffen  '* 
method).  The  second,  based  upon  estate  duty  data,  covers  (B) 
supplemented  by  estimates  for  (A)  and  (C).  The  latter  is  closer 
in  character  to  the  figures  we  are  seeking,  for  three  reasons,  viz.  : 
(a)  the  capitalisation  is  already  achieved  in  the  data,  (b)  it  repre- 
sents individual  wealth  at  first  hand,  and  (c)  it  covers  non-income- 
producing  wealth ;  but  it  has  the  great  drawback  that  the  section 
of  wealth  "  passing  **  in  any  given  year  is  a  fraction  only  of  the 
whole,  and  the  precise  size  of  that  fraction,  or  rather  the  *'  mul- 
tiplier •*  which  is  required  to  bring  it  to  unity,  is  still  the  subject 
of  elaborate  inquiry,  and  obviously  governs  the  whole  estimate 
based  on  these  particulars.  The  reason  for  the  wide  difference 
between  the  results  of  the  two  methods  has  been  a  vexed  question 
for  some  years. 

It  is  possible  to  get  at  (B)  from  the  income-tax  data,  by  elimi- 
nating (C)  from  the  total  assessments  and  capitalising  the  balance 
which  we  may  then  term  Bi :  but  the  income-tax  system  also 
furnishes  an  alternative  opportunity  for  finding  the  aggregate  in- 
comes of  individuals,  on  their  personal  statements,  and  an  estimate 
based  upon  these  may  be  called  Bs.  Now  Bt  is  very  much  less 
than  Bi,  but  it  is  greater  again  than  Bt,  the  personal  capital 
derived  from  estate  duty  data. 

The  complications  introduced  by  war  conditions  are  such  that 
the  only  possible  approach  to  the  question  is  to  ascertain  as 
nearly  as  may  be  what  the  1914  or  pre-war  valuation  of  wealth 
would  have  been  for  the  purposes  of  the  Ijevy  as  generally  put 
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forward,  and  then  to  modify  the  result  for  the  changes  since 
that  date.  The  pre-war  valuation  will  be  an  attempt  to  get  the 
nearest  result  for  the  purpose  from  the  estimates  referred  to  as 
Bi,  Bg,  and  B3,  and  then  for  additional  security,  and  particularly 
for  the  sake  of  those  who  suspect  that  both  methods  give  wholly 
inadequate  results,  to  apply  any  supplementary  checks  that  may 
be  available,  even  though  they  apply  over  only  a  part  of  the 
field. 

I.— The  Pre-War  Valuation. 

The  limitations  of  the  Giffen  valuation  have  been  discussed 
elsewhere  ^  and  need  not  be  set  out  here.  It  is  for  the  major 
part  a  capitalisation  of  actual  profits  being  made  at  any  given 
moment  on  the  average  prospects  of  their  continuance  and  it 
includes  nothing  for  marketable  potential  wealth  which  is  not 
yielding  a  present  income  of  money  or  satisfaction.  By  reason 
of  the  fact  that  it  capitalises  profits  on  their  amount  ascertained 
as  far  as  possible  at  their  **  impeisonal  *'  source,  it  is  necessarily 
greater  than  an  aggregate  of  the  capitalised  incomes  ascertained 
at  their  **  personal "  destination,  i,e,,  the  final  user  or  consumer. 
It  is  a  matter  of  importance  to  find  some  measure  of  this  difference 
at  the  outset  by  reference  to  the  aggregate  income  brought  under 
review  for  income-tax,  and  the  aggregate  amount  of  the  totcl  in- 
comes of  individuals  returned  or  returnable  by  them  for  that 
tax.  The  former  is  ascertained  for  the  purposes  of  the  normal 
charge,  and  the  latter  for  the  purposes  of  various  reliefs  from  the 
full  rigoiir  of  that  charge,  or  for  a  super-tax  on  large  incomes. 

HiUiom. 

The  aggregate  income  returned  and  chargeable  to  super-tax 

for  incomes  above  £5,000  for  1913-14  was £180 

Between  £3,000  andi  £5,000  (see  Report  for  1914-15) 60 

The  aggregate  incomes  of  individuals  from  £160  to  £700 
calculated  upon  the  abatements,  and  allowing  for  those 
who  failed  to  claim.         280 

The  aggregate  of  the  incomes  between  £700  and  £3,000  not 
found  directly,  but  by  the  most  generous  interpolation 
(on  a  Paretb  index  continuing  the  £500  to  £700  mdua- 

-7    tion  up  to  £1,000,  and  the  £5,000  to  £3,000  graduation 

down  to  that  figure)  would  not  exceed        240 

Total  of  individual  incomes  above  £160      £760 

Now  the  total  sum  reviewed  for  the  tax  was  £1,167  million 
for  approximately  the  same  period,  of  which  £138  million,  for 
repairs,  wear  and  tear,  and  other  deductions,  is  not  actual  income, 
leaving  a  difference,  over  and  above  the  £760  million,  of  £269 
million  to  be  accounted  for. 

•  BritUh  Fncomei,  Chapter  XI. 
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It  is  partly  made  up  as  follows  : — 

n  I       »        .  ,        ,  Millioof. 

ISelonging    to    people    whoM    inoomee    are    under    £160    (and 

brooght  under  review)       £^i 

Belonging    to    charitiev    and    other    limilar    inatitutioni    and 

identified       25 

Incomes  of  certain  cluba,  co-operative  aooieties,  cerUin  munici- 
pal properties,  Crown  properties  let  to  tenanto,  tome 
inaorance  reserve  funds;  income  paid  to  foreignen,  not 
exceeding  * ^ 

Sums  not  allowed  as  deductions  in  arriving  at  profits/  but  in- 
capable of  ranking  as  individual  income  •      30 

We  are  thus  left  with  £118  million  unaccounted  for,  and  a 
part  of  this  sum  represents  profits  of  companies  put  to  reserve 
for  other  purposes  than  equalisation  of  dividends,  depreciation, 
bad  debts,  etc.  If  these  profits  "  emerge  "  ultimately  to  individuals 
as  bonus  shares,  they  probably  do  so  in  a  form  which  does  not  rank 
legally  as  individual  "  income."  It  is  possible  that  in  the  imme- 
diate pre-war  years  the  sums  so  reserved  amounted  to  as  much 
as  £30  million  per  annum.  The  residuum  is  untraced.  It  must 
be  remembered  that  "  source-income  "  and  "  destination-income  " 
are  not  mere  alternative  expressions  for  the  same  fund,  and  the 
difference  is  not  solely  that  of  degree,  due  to  the  human  element 
(which  may  euphemistically  be  termed  psychological),  but  is  also  a 
difference  of  kind,  conditioned  by  formal  distinctions  and  the  legal 
conventions  of  taxation.  The  existence  of  so  large  a  balance  of 
this  character  forms  an  interesting  feature  to  be  pondered  by  all 
advocates  of  systems  of  perfect  graduation  which  involve  taxation 
on  individual  returns  and  the  abandonment  of  taxation 
at  the  source.  The  point  to  be  observed  here  is  that  the  personal 
income  in  fact  coming  out  upon  individual  statements  is  of  the 
order  of  73  per  cent,  of  the  total  taxed  income  (£1,029  million) 
and  86  per  cent,  of  the  income  that  might  upon  a  reasonable  view 
be  made  liable  to  individual  taxation  (£878  million). 

If  these  results  were  applied  to  the  pre-war  national  capital, 
£14,300  million,  we  must  first  take  out 'the  capital  which  is  not 
yielding  taxable  income  {viz.  :  income  of  non-income-tax-paying 
classes  derived  fnnn  capital  £200  million,  movable  property  not 
yielding  income  £600  million,  Government  and  local  property 
net  £400  million,  and  capital  the  income  from  which  is  subject  to 
tax  evasion,  etc.),  reducing  it  to  £12,800  million,  of  which  about 
86  per  cent,  would  have  been  capable  of  return  upon  individual 
statements  of  capital  wealth.  This  leads  to  £12,000  million  as 
the  estimate  Bi.     But  unless  we  can  assume  that  the  cajHtal 

>  More  fully  discussed  in  Britith  Ineomfs,  p.  422  et  »eq.        '  Ibid.,  p.  203. 
No   111.— VOL.  XXVIIL  V 
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declarations  would  have  been  more  exact  or  exhaustive  than  the 
corresponding  income  declarations,  the  actual  aggregate  returns 
for  taxation  would  not  exceed  80  per  cent.,  or  £10,250  million— the 
estimate  Bg,  after  making  a  full  allowance  for  the  effect  of  reserves 
upon  market  values  of  shares.  Adding  to  this  the  "  non-income- 
tax"  wealth,  £1,000  million,  referred  to  above,  we  have  £11,250 
million  in  all  as  the  amount  of  pre-war  capital  that  would  appear 
for  taxation  upon  individuals  in  a  Capital  Levy. 

The  taxation  of  income  proceeds  upon  a  double  principle  :  it 
taxes  income,  wherever  arising,  which  accrues  to  residents  in  the 
United  Kingdom,  and  also  income  arising  in  the  United  Kingdom 
which  accrues  to  persons  abroad.  As  generally  presented,  the  pro- 
posals  for  the  Capital  Levy  rest  upon  the  former  principle  only, 
and  it  is  not  suggested  that  persons  resident  abroad  shall  be  sub- 
jected to  Levy  upon  their  wealth  physically  situated  in  this  coun- 
try,  or  (as  in  the  case  of  rubber  plantations)  physically  situated 
abroad  but  under  collective  ownership  here.  The  Capital  Levy  valua- 
tion differs  from  the  full  tax  valuation  in  the  following  respects  :— 

(1)  It  does  not  include  the  wealth  situated  or  ccMitrolled  here 
but  belonging  to  residents  abroad. 

(2)  As  it  is  generally  presented  the  Levy  is  to  be  graduated 
according  to  individual  wealth,  and  therefore  no  attempt  is 
made  to  reach  any  residuum  of  capital  by  taxation  of  com- 
panies "  at  the  source.*' 

(If  the  Levy  simply  took  a  fraction  or  aliquot  part  of  all 
classes  of  capital,  viz.,  ordinary,  preference,  debenture,  and 
loan  and  reserves,  from  each  company,  and  left  each  com- 
pany to  reduce  the  individual  holdings,  the  problem  of 
valuation  would  be  simplified,  and  there  would  be  no  evasion, 
but,  of  course,  graduation  would  be  impeded  and  the  State 
would  have  a  mass  of  not  very  manageable  assets  with  which 
to  pay  off  State  debt.) 

The  Giffen  valuation  capitalises  the  profits  of  the  business, 
whereas  the  Levy  valuation  would,  in  effect,  capitalise  the 
dividend.  In  the  case  of  two  companies,  each  making  £1,000 
profit,  the  Giffen  valuation  would  be  the  same,  say  £10,000, 
but  if  one  is  distributing  £800  as  dividend  and  reserving  £200, 
whereas  the  other  distributes  the  whole  £1,000,  the  aggr^ate 
market  value  of  the  shares  in  the  former  will  be  sensibly  less  in 
normal  circumstances  than  the  latter.  Although  the  existence 
of  the  reserve  strengthens  the  market  value,  it  does  not  do  so  to 
the  extent  of  the  full  capital  in  the  reserve,  a  bird  in  hand 
being  worth  two  in  the  bush  to  the  average  investor.*    For 

*  British  incomes,  p.  414. 


Digitized  by 


Google 


1918]    KSTDfATB  OF  CAPITAt  WMAl/tU  OF  ^NJTSD  KINGDOM     Ml 

this  reasoq  the  capital  valuation  of  abates  may  be  aomewbat 
less  than  a  valuation  of  profits.  (If  it  weie  attempted  id 
the  *'  Levy  **  to  supplement  the  graduated  tax  on  individuals 
by  a  flat  rate  on  the  balance  of  capital  in  the  hands  of  the  cot9- 
pany,  it  could  not  be  placed  upon  the  reserves  without  de- 
ranging the  applicability  of  the  market  quotation  of  the  shares 
to  the  Levy  valuation.  To  get  at  the  true  residuum  upon 
which  to  place  the  flat  rate  and  avoid  this  difficulty,  it  would 
seem  to  be  necessary  to  face  the  formidable  task  of  aggregating 
the  evaluations  of  different  classes  of  shares  and  of  subtracting 
the  result  from  a  capitalisation  of  the  whole  profits  of  the 
business,  which  in  practice  would  yield  some  astonishing  and 
anon^lous  results.) 
(3)  The  Giffen  valuation  ignores  potential  income,  e.g.,  the 
building  value  of  land  now  used  for  agriculture,  ungotten 
minerals,  etc.  A  substantial  sum  must  be  added  for  this 
purpose. 

The  capital  returnable  for  estate  duty  does  not  differ  mate- 
rially from  the  usual  conception  of  capital  returnable  for  a  Capital 
Levy,  except  that  the  value  of  real  property  abroad  belonging  to 
British  residents  would  presumably  fall  to  be  included  in  the 
latter.  The  highest  estimate  of  pre-war  capital  wealth  in  private 
hands  which  can  be  made  by  working  upon  the  values  of  estates 
returned  for  probate  is  £10,776  million,  or  Jei0,900  million^  in- 
cluding all  small  estates.  (This  represents  Bs.)  This  is, 
of  course,  notoriously  far  short  of  the  figure  reached  by  capitalising 
the  profits  assessed  to  income-tax  at  the  source,  but  it  is  more 
comparable  with  the  £11,260  million  which  we  reach  by 'capitalis- 
ing the  income  that  is  returned  by  individuals  (Bs).  To  make  a 
strict  comparison  and  reduce  the  two  aggregates  to  like  elements 
we  should  add  to  the  valuation  by  incomes  the  sums  included  in 
the  estate  valuation  for  all  future  sources  of  profit  (building  values 
and  ungotten  minerals)  and  deduct  from  the  valuation  by  incomes 
all  sums  accruing  to  individuals  upon  real  estate  situated  abroad. 
It  is  probable  that  the  difference  between  the  two  valuations 
would  not  be  greatly  changed  after  this  had  been  done. 

We  may  now  look  at  the  three  chief  supplementary  or  partial 
checks  upon  these  valuations. 

1.  Valuation  of  Real  Property.  Separate  estimates  are  obtain- 
able (a)  by  capitalising  the  income  from  real  property  reviewed 
for  income-Ux,  (b)  by  *'  multiplying  "  the  value  of  real  property 

»  8e«  *•  Th«  Multiplier  and  Capital  Wealth,"  Journal  of  the  Boyal  StatiitU^ 
Svciriy,  July  15*  1915. 
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in  estates  passing  annually  to  find  what  the  valuation  would  be 
if  iall  estates  passed  in  the  same  year,  and  (c)  by  examining  the 
results  of  the  special  valuations  for  the  new  land  taxes  of  1910-11. 
Unfortunately  the  data  are  not  in  pari  materia. 

The  Schedule  A  (Income  Tax)  gives  a  value  of  f  4,607  million," 
but  it  does  not  include  the  value  of  land  and  premises  owned  and 
occupied  by  railways,  mines,  gasworks,  and  other  similar  proper- 
ties. If  this  is  estimated  at  18  years'  purchase  on  the  gross 
iBstimated  value  for  poor-rate  purposes  * — as  the  only  available  indi- 
cation— it  would  give  an  additicMi  of  perhaps  as  much  as  £850 
million  (out  of  the  total  capital  of  £1,819  million),  making  about 
£5,350  million  in  all. 

The  estate  duty  statistics  show  that  up  to  1914  the  valuation 
of  realty  passing  in  any  year  had  not  exceeded  £79  million,  and 
if  we  add  the  amount  shown  in  personalty  as  out  on  mortgage 
we  get  £96  million.  Further  additions  selected  from  the  person- 
alty (such  as  *'  share  of  deceased  in  real  and  personal  estate  as 
partner  in  a  firm*')  brings  the  total  to  a  possible  £120  milUon» 
and  if  the  multiplier  adopted  for  estates  as  a  whole  is,  on  an  mi- 
proved  assumption,^  applicable  to  this  class  of  property  by  itself, 
we  have  a  total  capital  value  (after  adding  the  mortgages  put 
with  building  and  insurance  societies,  banks,  etc.)  of  £3300  mil- 
lion. This  total  does  not  include  the  value  of  land  and  buildings 
owned  by  limited  companies  (because  for  estate  duty  purposes  it 
is  covered  by  the  value  of  shares  as  a  whole),  nor  of  property  owned 
by  corporations,  which  do  not  die.  There  are  no  statistics  indicating 
what  this  value  would  be,  but  reference  to  the  comparative  total 
profits  of  companies,  and  to  values  of  trade  premises,^  leads  to  the 
view  that  it  could  not  exceed  the  £1,550  million  margin  remaining 
between  the  estate  duty  total  of  £3,800  million  and  the  capitalisa- 
tion on  income-tax  data  of  £5,350  million. 

As  regards  the  special  valuation  for  the  new  land  taxes  of  1909, 
the  last  published  figures  are  given  in  the  59th  Qeport  of  the  Com- 
missioners of  Inland  Revenue.  The  "  total  value  "*  in  provisional 

»  British   Incomes,   p.   404. 

*  Ibid,  pp.  30  and  471. 

'  The  AMumption  is  that  the  proportion  of  the  realty  paaaing  in  each 
age  groap  to  the  total  realty  in  all  groapt  is  the  same  as  the  proportion  of  the 
whole  estates  passing  in  each  group  to  the  total  estates  in  all  groups.  It  is  in 
this  section  that  such  disturbing  factors  as  the  Settlement  Estate  Duty  hava 
th«ir   fullest  effect. 

«  British  Incomes,  p.  122. 

•  Before  thete  statistics  can  be  utilised,  the  statutory  definitions  and  dis- 
tinctions between  gross  value,  total  value,  full  site  value,  etc.,  must  be  carefuUy 
studied. 
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valuations  was  £5,267  million,  and  this  represented  nearly  the 
whole  valuation,  as  it  was  stated  lecently  for  the  Government  in 
the  House  of  Commons  that  any  addition  would  be  negligible. 
After  making  allowances  for  reductions  on  settlements  of  the 
provisional  valuations^  the  net  result,  including  the  valuation  of 
the  property  of  statutory  companies  at  cost,  might  be  put  at  £5,400 
million.  To  this  we  may  add  for  Ireland  (in  proportion)*  dC365 
million,  and  for  perpetual  ground  rents,  feu  duties,  etc.,  £145  mil- 
lion, making  about  £5,900  in  all.  Various  other  minor  adjustments 
would  be  necessary  to  bring  these  different  data  satisfactorily  or 
exactly  into  line,  but  enough  has  been  said  perhaps  to  indicate 
the  degree  of  divergence  involved. 

It  ia  perhaps  worthy  of  note  that  the  material  factor  in  the 
land  values  duties  is,  for  the  most  part,  not  the  "iotal  value,"  but 
the  site  value,  which  governs  the  actual  liability  to  duty,  and 
which  the  owner  generally  desires  to  see  as  high  as  possible.  More- 
over, unless  an  early  use  of  the  total  value  for  estate  duty  purposes 
is  apprehended,  he  will  frequently  be  content  to  see  a  high  total 
value  too,  for  the  sake  of  any  bearing  it  may  have  upon  sale  and 
mortgage  values.  When  we  are  looking  for  a  valuation  which 
will  stand  the  strain  of  heavy  taxation,  we  must  accordingly  not 
be  too  ready  to  abandon  indications  from  sources  which  are  already 
so  used  in  favour  of  a  more  theoretically  exact  valuation,  which  is 
not  subject  to  that  precise  test.  Upon  the  whole,  therefore,  one 
would  hesitate  to  agree  that  more  than  £200  million  can  be  added 
to  the  Giffen  valuation  to  get  the  probable  result  of  an  ad  hoc 
valuation  actually  bearing  the  Capital  Levy  in  practice.  But, 
apart  from  this,  there  is  another  important  consideration.  So  far 
as  the  special  valuation  may  show  that  the  Schedule  A,  or  the 
number  of  years*  purchase  adopted  for  the  valuation,  is  deficient 
in  respect  of  premises  and  properties  belonging  to  or  used  in  busi- 
nesses, the  deficiency  cannot  be  treated  as  a  net  addition  to  the 
Giffen  valuation,  for  the  profits  to  be  capitalised  under  Schedule  D 
are  pro  tanto  reduced.  Thus,  if  the  total  profits  of  a  concern  are 
£10,000,  of  which  £1,000  is  charged  under  Schedule  A  and  £9,000 
under  Schedule  D,  it  is  of  little  avail,  for  the  purposes  of  increasing 
the  valuation,  to  prove  that  the  true  assignment  to  Schedule  A  is 
£1,200. 

2.  The  Capital  in  Manufacturing  Industries.  A  further  auxiliary 
check  upon  another  part  of  the  capital  included  in  the  valuation 
may  be  attempted  by  way  of  the  Census  of  Production.  In  a  note 
upon  the  capital  employed  in  the  United  Kingdom  in  industries 
covered  by  the  Census,  the  Report  (p.  36)  gives  an  estimate  of 

>  Briti$h   Incomes,   p.    160. 


Digitized  by 


Google 


2^  THE  BCONOBHO  JOITBNAL  [SKPT. 

£1,400  to  £1,600  million,  obtained  by  using  the  ratio  of  capital  to 
net  output  which  has  been  found  to  obtain  in  the  United  States, 

An  analysis  of  the  income-tax  results,  in  order  to  obtain,  for 
1907,  those  proper  to  the  industries  covered  by  the  Census,  has 
given  (with  additions  for  the  premises  occupied  and  for  businesses 
exempt  from  income-tax)  £198  million  as  the  full  profits,  divided 
in  such  proportions  between  companies  and  private  ownership  as 
to  lead  with  the  methods  and  multipliers  adopted  in  the  situation 
{British  Incomes,  p.  405)  to  a  total  capital  of  £1,665  million. 

It  would  indicate  therefore  that  no  substantial  change  is 
necessary  in  this  section  of  that  estimate. 

3.  Capital  invested  abroad.  Estimates  on  independent  lines 
have  been  made  of  our  investments  abroad,  putting  it  at  some 
£3,500  to  perhaps  £4,000  million.  (This  sum  is,  of  course,  not 
necessarily  their  actual  market  value  before  the  war.)  In  the 
valuation  from  the  tax  data,  railways  out  of  the  United  Kingdcnn, 
Indian,  Colonial,  and  foreign  secinrities,  coupons  and  other  foreign 
income,^  account  for  £2,900  million,  and  a  further  £500  to  £600 
million  (or  between  £50  and  £60  million  of  profits)*  is  known  to  be 
included  in  "  Businesses  not  otherwise  detailed,"  covering  rubber, 
tea,  oil,  and  mining  companies  abroad.  We  can  thus  account,  in 
the  "  Giffen  "  valuation,  for  £3,400  to  £3,500  million  of  value 
remaining  from  the  original  investment,'  and  even  if  the  tax  data 
had  given  a  valuation  appreciably  less  than  that  obtained  by  Sir 
George  Paish's  methods,  it  would  be  rash  to  say  that  on  individual 
returns  for  a  Capital  Levy  there  would  be  acknowledged  a  wider 
range  of  investment  than  can  be  traced  for  income-tax  purposes 
where  assessments  are  made  as  far  as  possible  at  the  source.  It 
is  doubtful  if  there  is  evidence  to  justify  any  addition  under  this 
head  to  the  valuation  in  British  Incomes. 

Altogether  the  subsidiary  checks  roughly  applied  to  three 
different  sections  of  the  valuation  for  1914  cover  a  very  large  pro- 
portion of  it,  and  do  not  in  the  writer's  judgment  indicate  that 
the  capital  in  private  hands  which  would  have  been  returnable  in 
practice  for  a  Capital  Levy  before  the  war  could  have  exceeded 
£11,500  million  or  have  been  less  than  £10,500  million. 

n.—The  PosUWar  Valuation. 

We  have  dealt  at  some  length  with  known  statistical  facts  sup- 
plemented by  estimated  elements  in  order  to  obtain  as  securely  as 
possible  that  pre-war  basis  which  is  essential  to  any  estimate  of 

>  Britiek  IncomtM,  pp.  523—404.  '  Ihid.,  p.  232. 

'  Corresponding  to  an  "income"  of  £188  to  £198  million. 
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post-war  values.  It  is  now  necessary  to  indulge  in  conjectures  as  to 
conditions  which  will  obtain  after  the  war.  and  here,  of  course, 
there  is  room  for  the  widest  differences  of  opinion.  The  following 
modifications  of  the  pre-war  valuation  are  put  forward,  not,  in- 
deed, as  prophecies,  but  as  working  assumptions,  and  considerations 
of  space  prohibit  any  extended  statement  of  reasons  why  they 
have  been  adopted.  After  allowance  has  been  made  for  addition 
to  or  subtraction  from  the  pre-war  profits  or  their  objective  source 
during  the  war,  the  rate  of  investment-interest  has  been  assumed 
to  remain  at  the  present  level  of  approximately  5  per  cent.,  and 
where  prices  are  a  relevant  consideration,  the  assumption  has  been 
adopted  that  over  the  post-war  >ears  which  enter  into  the  purview 
of  a  valuation,  they  will  be  on  an  average  level  25  per  cent,  higher 
than  before  the  war. 

Chdef  Modificntions  Suggested. 

1.  Lauds  and  Farm  Capital.  In  view  of  the  conditions  under 
which  agriculture  is  being,  and  will  be,  carried  on,  an  addition  of 
£260  million  (partly  in  the*  hands  of  the  owners  in  increased  rents 
and  partly  in  the  hands  of  tenants  as  beneficial  occupation).  A 
further  f  100  million  on  the  valuation  of  existing  farm  capital  and 
£50  million  on  the  business  goodwill. 

2.  Houses  and  Trade  Buildings.  After  allowing  a  deduction 
for  repairs  in  arrear  equal  to  three  years'  normal  repairs,  an  increase 
of  £350  million  on  old  values  and  £100  million  net  for  post-war 
value  of  war  additions,  less  destruction  during  the  war. 

3.  Railways,    A  reduction  of  £200  million. 

4.  Consols,  War  Loan,  etc.  Taking  the  total  State  debt  at, 
say,  March,  1919,  at  £8.(X)0  million,  allowance  has  to  be  made  for 
the  amount  lent  by  Allied  Governments  and  Dominions  and  by  in- 
dividuals  resident  abroad,  which  would  not  be  shown  on  the  returns 
of  taxable  persons.  (Nothmg  falls  to  be  deducted  for  loana  to 
the  Allies,  for  we  are  not  here  engaged  in  ascertaining  the  net 
State  debt  on  which  the  taxpayers  have  to  find  interest,  and 
therefore  the  extent  of  "  bad  debts"  is  not  material.)  Further 
allowance  has  to  be  made  for  parts  of  the  debt  which  stand  below 
par,  or  have  depreciated  (e.g.,  the  unconverted  pre-war  Consols) 
and  for  the  extent  to  which  the  very  considerable  holdings  by 
companies,  etc.,  will  be  imperfecUy  reflected  in  the  market  values 
of  shares  in  the  hands  of  individuals,  after  alteration  in  dividend 
and  the  increased  reserves  has  had  its  market  effect.  Although 
there  are  several  highly  speculative  sums  involved,  it  seems  prob* 
able  that  the  net  addition  to  individual  returns  will  be  between 
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^4,500  and  £5,000  million,  and  the  latter  figure,  in  a  vein  of  opti- 
mism, is  the  one  here  adoptel.  This  factor  in  the  estimate  which 
is  often  regarded  as  the  most  certain  is  actually  the  most  doubtful. 

5.  Foreign  Investments  generally.  A  somewhat  fashionable 
estimate  of  our  net  sales  of  investments  abroad  is  j£l,000  riillion. 
It  is  possible  that  not  more  than  £SO0  million  of  this  would  be 
directly  reflected  in  individual  investments  to  be  returned  for 
taxation. 

6.  Businesses  generally.  When  a  more  stable  level  of  prices 
and  profits  is  within  sight,  it  is  possible  that  the  aggregate  profit 
will  be  in  excess  of  pre-war  profits  (even  after  allowing  for  the 
loss  of  goodwill  and  dislocation  caused  through  the  war),  but  that 
it  will  be  capitalised  on  a  lower  basis,  and  that  in  the  net  result 
the  alteration  may  not  be  great,  but  the  conditions  are  too  specu- 
lative for  any  change  to  be  set  down. 

7.  Income  of  Non-income-tax-paying  Classes  derived  from 
Capital.  Looking  carefully  to  the  context  of  this  sub-head,^  and 
to  the  pre-war  exemption  limit,  a  small  increase  only  can  be 
assigned — £50  million. 

8.  Movable  Property  not  yielding  Income  (Furniture,  etc.). 
The  effect  of  actual  scarcity  and  the  general  price  level  may  be 
reflected  in  an  addition  of  j£400  million. 

These  adjustments  result  in  a  net  addition  of  £5,250  million 
to  the  individual  wealth  wtich  would  be  both  subject  to,  and 
likely  to  be  revealed  for  the  purposes  of,  a  Capital  Levy  as  generally 
put  forward  by  its  protagonists.  Where  the  larger  adjustments 
are  themselves  highly  speculative,  it  would  be  idle  to  spend  time 
in  the  elaboration  of  smaller  features.  It  may  therefore  be  said 
(with  all  the  reserve  that  the  nature  of  the  subject  demands)  that 
the  capital  wealth  of  the  United  Kingdom  in  private  hands  as  at 
March,  1919,  which  might  come  practically  within  the  range  of  a 
Levy,  would  be  in  the  neighbourhood  of  £16,000  million.  But  it 
cannot  be  made  too  clear  that  this  has  no  reference  to  the  aggre- 
gate national  wealth  as  generally  understood. 

In  conclusion  it  may  be  remarked  that  upon  a  rough  analytical 
estimate  probably  55  per  cent,  of  the  total  would  be  susceptible  of 
close  or  approximate  valuation  upon  readily  available  lines  (e.g., 
mortgages  and  loans  fixed  in  amount  and  fully  seciured  ground 
rents,  and  secured  investment  income  subject  to  market  quota- 
tions), and  the  balance  of  45  per  cent,  (e.g.,  marginal  values  of 
property  less  its  charges,  ordinary  shares,  personal  property,  etc.) 
would  necessarily  constitute  the  real  crux  of  the  practical  problem, 

J.  C.  Stamp 

>  British  Incomes ,  p.  398. 
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THE    TAXATION    OF    LUXURY. 

Advocates  of  "  luxury  taxes  "  were  not  unknown  before  the 
war.  Among  the  Germans,  Albert  Schaflfle  in  1894  and  Franz 
Graf  in  1905  had  urged  the  development  of  this  type  of  taxation ; 
and  in  France  in  1895  Louis  CJourtray  published  a  slender  volume 
on  the  subject,  in  which  he  favoured  the  extended  imposition  of 
taxes  upon  luxury.^  But  the  devouring  needs  of  war  finance,  and 
the  contrast  between  the  hardships  of  Ufe  at  the  front  and  the 
unaccustomed  luxury  which  war  wages  and  war  profits  have 
made  possible  for  many  civilians,  have  combined  to  give  the 
taxation  of  luxury  an  important  place  in  the  Budgets  of  France, 
Germany,  and  Great  Britain.  In  each  case  the  new  development 
has  taken  the  form  of  a  tax  upon  purchases. 

France  led  the  way.  The  law  of  December  Slst,  1917,  provided 
for  (a)  a  tax  of  20  centimes  per  100  francs,  or  0*2  per  cent,  on 
ordinary  payments  over  10  francs  in  amount,  (b)  a  tax  of  10  per 
cent,  on  dipenses  de  luxe.  The  latter  include  three  classes  of 
payments— those  for  articles  which  are  classed  as  luxuries  in 
any  case,  those  for  articles  which  come  within  the  class  of  luxuries 
only  when  their  prices  exceed  certain  specified  figures,  and  those 
for  food,  drink,  or  lodging  at  an  ^tablissement  de  luxe.  In  regard 
to  the  seccHid  of  these  classes  it  should  be  noticed  that  the  tax  is 
charged  upon  the  whole  price  of  the  article  and  not  merely  upon 
the  excess  of  its  price  over  the  non-luxury  limit.     Purchases 

1  Vide  Albert  Schiffle :  Deutsche  Kern  und  Zeitfragen,  Berlin  (1894) ;  Frans 
Graf  :  Das  Problem  dtr  Luxttssteuem^  Berlin  (1906) ;  Looie  Coortray  :  Lti  imp6U 
$ur  le  luxe,  Parie  (1896).  SchafBe's  fckeine  wai  apparently  for  the  taxation 
of  articles  of  Inxory  in  the  factoriea  or  thope.  He  eayt,  enthueiattically 
(p.  427)  :  **E8  ware  eine  Oebraochabceteaerung  vor  dem  Uebergang  in  den 
Qebrauch,  vor  der  Zerstreoung  in  jene  haoelichen  Mobel-  und  Kleidermagaaine 
dee  Salone  and  der  Spinden,  eine  Beeteuerung,  die  to  den  ganien  gewalti^n 
Umfang  dee  Oebranchilozue  aller  Art  erfaaeen  ond  dennoch  fur  den  Konsnmen- 
ten  nicht  wahmehmbar  sein  wurde.'*  Graf's  book  I  have  not  seen :  it  is  not  in 
any  of  the  chief  libraries  in  London.  But  there  is  a  short  account  of  it  in  the 
article  on  Loxussteuem  by  Karl  Mamroth  and  K.  Th.  von  Eheberg  in  the 
HandwdrUrhuek  der  SUtaUwiMenseAuften  (1910),  Vol.  VI.,  p.  661;  and  some 
additional  particulars  may  be  found  in  E.  R.  A.  Seligman :  Progressive  Taxation, 
Princeton  (1908),  p.  6.  Louis  Cburtray  shows  interest  in  Dutch  and  Belgian 
taxation,  and  is  favourable  to  the  tax  on  servants  proposed  by  M.  Burdeau  in 
1895,  but  argues  that  this  tax  should  be  progressive. 
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made  by  traders  for  re-sale  are  exempt.*  The  French 
Luxury  Tax  came  into  force  on  April  l&t,  1918;  but  it  is 
retrospective  and  affects  purchases  made  since  the  beginning  of 
the  year.' 

The  German  scheme,  which  comes  next  in  date,  is  on  similar 
lines.*  It  provides  for  (a)  the  increase  of  the  already  existing 
tax  on  payments  (Uimatzsteuer,  or  transaction  tax)  from  1  ]^ 
1,000  to  5  per  1,000,  or  J  per  cent.,  (6)  the  extension  of  this  tax 
to  services  as  well  as  purchases  of  commodities,  and  (c)  the  im- 
position of  a  tax  on  the  purchase  of  luxuries,  which  amounts  to 
10  per  cent,  in  some  cases  and  20  per  cent,  in  others.  Some  of 
the  articles  liable  to  the  10  per  cent,  tax  are  only  so  liable  when 
their  prices  exceed  those  given  in  the  schedule.  I  have  seen 
nothing  to  suggest  that  the  tax  is  not  levied,  as  in  France,  on  the 
whole  price  of  these  articles.  The  luxury  tax  is  limited  to  trans- 
actions in  the  way  of  retail  trade  (hn  Kleinhandel),  but  appar- 
ently this  limitation  does  not  apply  to  the  ordinary  transaction 
tax,  which  may  be  levied  several  times  upon  the  same  article  as 
it  passes  from  one  hand  to  another  during  the  various  processes 
of  manufacture  and  wholesale  trade.^  It  seems  that  the  law  as 
passed  is  to  have  retrospective  force  in  regard  to  the  taxation  of 
luxuries.^ 

The  English  project  is  avowedly  modelled  on  the  French  tax.^ 
It  is  intended  to  tax  the  purchase  of  some  articles  in  all  cases, 

2  Vide  Copy  of  Explanatory  Statement  on  the  French  Tax  on  Lnxurics  : 
Ordered  by  the  Honse  of  Commons  to  be  printed,  May  9th,  1918  [White  Paper, 
No.  57].  In  the  statement  in  the  text  I  have  omitted  some  exceptions  and  quali- 
fications for  the  sake  of  brevity  and  deamess  of  outline,  e.g.,  payments  between 
13  f r.  and  160  f r.  are  exempted  from  the  tax  of  20  c.  per  100  f r.  "  if  no  document 
certifying  payment  is  exchanged." 

9  The  Economist,  June  1st,  p.  942. 

4  A  foil  account  of  the  new  German  tax-proposals  appeared  in  the  Frank- 
furter  Zeitung  of  April  18th,  and  a  briefer  one  in  the  HamburgUcher  Correspon- 
dent of  April  19th.  8ince  then  the  new  taxes  have  become  law,  but  I  have  not 
yet  seen  a  text  of  the  law  as  passed,  so  I  cannot  say  whether  the  text  of  the 
proposals  as  given  in  the  Frankfurter  Zeitung  has  been  amended  to  any  extent. 
According  to  an  article  in  the  Economist  of  May  18th  (p.  778),  considerable 
amendment  of  some  of  the  new  taxes  was  expected. 

6  Vide  The  Economist,  May  4th,  p.  705. 

0  This  is  implied  in  a  summary  which  I  have  seen  of  Professor  J.  Stumpfa 
article  in  the  Berliner  Tageblatt  of  June  20th.  That  the  tax  should  either  be 
retrospective  or  should  be  provisionally  enforced  in  the  meantime  by  an  order 
of  the  Federal  Council  was  demanded  by  a  writer  in  the  Frankfurter  Zeititng  of 
April  19th  on  the  ground  that  so  much  trade  in  luxury  would  take  place  between 
the  announcement  and  the  passing  of  the  law. 

7  Vide  statement  by  the  Chancellor  of  the  Exchequer  in  the  House  of 
Commons,  April  22nd,  1918  [Hansard,  Vol.  105,  No.  33,  cols.  716-717].  For 
details  of  the  English  proposals,  vide  Report  of  the  Select  Committee :  White 
Paper,  No.  101,  of  191& 
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and  that  of  others  only  when  the  defined  price  limit  for  the  article 
in  question  is  exceeded.  The  tax  is  also  to  apply  to  goods,  services 
or  accommodation  supplied  at  "  places  of  luxury."  The  tax  is 
to  be  levied  on  the  whole  price  paid  in  all  castas.  On  the  other 
band  the  English  scheme  is  distinguished  from  the  French  by  the 
fact  that  it  is  not  accompanied  by  a  general  tax  on  all  payments 
and  by  the  fact  that  the  rate  is  to  be  2d.  in  the  shilling  instead 
of  10  per  cent.  An  important  differentia  is  provided  by  the 
recommendation  of  Mr.  F.  D.  Acland*s  Committee  that,  instead 
of  certain  hotels,  etc. ,  being  classed  as  "  places  of  luxury,"  liability 
to  the  luxury  tax  should  dei)end  on  the  prices  charged  at  such 
establishments.  It  is  not  apparently  intended  to  make  the  tax 
retrospective. 

Thus  the  French  taxes  are  the  lowest.  The  German  transac- 
tion tax  is  more  than  double  the  French  tax  on  payments ;  and 
the  rate  of  the  English  luxury  tax  jb  more  than  half  as  high  again 
as  the  French  luxury  tax  and  ordinary  tax  on  payments  added 
together.*  It  has  been  estimated  that  in  a  normal  year  the  French 
luxury  tax  will  produce  a  milliard  of  francs  and  the  tax  of  0'2 
per  cent,  a  further  300  million  francs.*  The  German  estimate  is, 
however,  only  200  million  marks  for  the  yield  both  of  the  tax 
on  luxuries  and  of  the  extension  of  the  Unisatzsteuer  to  services, 
though  on  the  other  hand  the  raising  of  the  Umsatzsteuer  to  J  per 
cent,  is  expected  to  produce  an  increase  of  revenue  amounting  to 
about  a  milliard  of  marks.^*  Of  the  yield  of  the  English  tax  no 
estimate  appears  to  have  bean  published,  but  in  well-informed 
quarters  the  hope  is  entertained  that  a  revenue  of  from  25  to  30 
millions  sterling  may  be  received. 

A  detailed  comparison  of  the  schedules  of  articles  classed  as 
luxuries  would  be  inappropriate  here ;  and  in  a  thorough  criticism 
of  them  it  would  be  necessary  to  make  allowance  not  only  for 
differences  in  manners  and  fashions  and  the  special  circumstances 
of  the  present  time,  but  also  for  any  other  methods  by  which 
"  luxuries"  are  being  taxed  in  each  country — as,  for  example,  for 

•  The  Clunc«llor  of  the  Exchequer  uid  in  his  FiiumcMil  SUtemeni:  "With 
regard  to  the  amount  of  the  tax,  the  French  rate  of  the  tax  is  10  per  cent,  but 
they  have  in  addition  a  Ux  on  retail  turnover  irretpective  of  whether  the  article 
is  a  luxury  or  not.  I  do  not  ask  the  House  of  Ckmunons  to  adopt  that  tax.  I 
propose,  therefore,  to  [?  impose]  a  purely  luxury  tax  on  rather  a  higher  scale 
of  duty  than  was  taken  by  the  French  Ooyemment,  The  rate  which  I  propose 
.  ,  .  is  twopence  in  the  shiUing,  or  one-sixth  of  the  amount "  {vide  ibid.,  col. 
717).  As  i=rl«*  per  cent,  and  the  two  French  Uxes  together  amount  to 
IW  per  cent.,  it  is  rather  difficult  to  understand  what  exactly  is  implied  by  the 
word  "therefore"  in  this  passage.  .      ,    ,.    „       ..*... 

•  I  am  indebted  for  these  figures  to  M.  Avenol,  of  the  French  Ministry  of 

Finance. 

10  Vtdt  Bamhufyitchtf  Correspondtnt,  April  mh. 
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the  liquor  duties,  the  entertainment  tax,  the  game  licences,  etc., 
in  Great  Britain.  At  the  same  time  the  main  points  of  likeness 
and  difference  between  the  three  schedules  may  be  indicated,  as 
they  have  considerable  impoitance  for  the  general  criticism  of 
the  taxes.  Jewellery,  motor-cars  (for  passengers),  motor-boats, 
and  antiques  are  classed  as  luxuries,  whatever  their  price,  in  all 
three  schedules,  but  the  English  list  makes  an  exception  in  the 
cases  of  plain  wedding  rings  and  of  taxi-cabs,  motor  onmibuses, 
doctors'  cars,  etc.,  and  the  German,  in  the  clause  which  deals 
with  antiquities  and  objects  of  collection,  contains  the  saving 
clause  "  so  far  as  these  objects  are  not  usually  collected  chiefly 
for  scientific  purposes  (zu  wissenschaftlichen  Zwecken)}^  Billiard 
tables  and  their  accessories,  perfumes,  live  game,  hunting  gar- 
ments, liveries,  and  liqueurs  are  classed  as  luxuries  in  the  English 
and  French  schedules  irrespective  of  their  price,  but  none  of 
these  articles  appears  in  the  German  list  at  all.  Paintings,  draw- 
ings, and  sculptures  are  essentially  articles  of  luxury  in  the 
English  and  French  classification  :  for  the  Germans  these  things 
are  "  luxuries "  only  when  th^^ir  price  exceeds  300  marks.  In 
each  country  there  is  exemption  for  works  of  art  sold  by  the 
artist  himself,  and  under  certs  in  conditions  this  exemption  is 
extended,  in  the  German  scheme,  to  near  relatives  and,  m  the 
English,  to  the  artist's  agents  or  executors.  Furs  are  classed  as 
luxuries  apart  from  price  in  the  English  and  German  schedules, 
though  the  German  plan  excepts  sheepskins  and  fur  trinmiings. 
In  France  furs  are  only  subject  to  the  luxury  tax  if  their  price 
exceeds  100  francs,  or  50  francs  in  the  case  of  "  pelleteries." 
Horses,  ponies,  donkeys,  and  mules  for  pleasure  purposes  are 
essential  luxuries  in  France.  They  do  not  come  into  the  German 
scheme  at  all ;  and  only  horses  whose  price  exceeds  £160  are 
classed  as  luxuries  by  the  English  Committee.  The  French  and 
EngUsh  schedules  treat  pianos  other  than  upright  pianos  as  luxu- 
ries whatever  their  price,  but  in  Germany  only  mechanical  SpitU 
werke  such  as  gramophones,  pianolas,  "  orchestrions,"  and  their 
accessories  are  treated  in  this  way.  According  to  the  French 
scheme  an  upright  piano  or  a  harmonium  is  a  luxury  when  its 
price  exceeds  1,200  francs,  and  other  musical  instruments  (m- 
cluding  phonographs,  gramophones,  etc.)  are  luxuries  if  more 
than  150  francs  is  paid  for  their  purchase.  In  the  English  scheme 
gramophones,  etc.,  are  essential  luxuries,  and  non-luxury  price 
limits  ars  fixed  for  upright  pianos  (£40),   harmoniums  (jE20), 

11  Jewellery,  precious  metals,  etc.,  and  goods  plated  with  precions  metal  form 
the  class  which  is  taxed  at  20  per  cent,  in  the  German  scheme. 
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▼iolins  (£7),  and  other  musical  instruments  (£1).    In  additi(m  to 
the  mechanical  Spieltoerke  mentioned  above,  the  Germans  appar- 
ently only  subject  pianos  and  harmoniums  to  the  luxury  tax,  and 
these  only  if  the  price  is  more  than  1,000  marks.     Small  arms 
(Handwaffen)  are  in  any  case  luxuries  in  the  German  schedule, 
and  sporting  guns  are  similarly  treated  by  the  French ;  but  in 
the  English  scheme  firearms  are  only  treated  as  luxuries  when 
the  price  exceeds  £15.    In  regard  to  goods  which  are  to  be  sub- 
jected to  the  luxury  tax  if  sold  beyond  a  certain  price,  the  most 
noteworthy  point  is  the  tenuity  of  the  German  and  the  length 
and  elaboration  of  the  English  and  French  schedules.    Furniture, 
china,  pottery,  glassware,  and  clothing  figure  largely  in  the  latter; 
but  the  German  tax  does  not  touch  these  goods  at  alt,  except  in 
so  far  as  some  of  them  might  come  under  the  heading  of  antiques, 
and  except  as  regards  clothing  made  of  fur.    The  only  textiles  in 
the  German  list  are  carpets  and  tapestries — Teppiche,  einschliess- 
lich  Wandteppiche — costing  more  thab  200  marks.    On  the  whole 
the  resemblance  between  the  French  and  the  English  schedules  is 
considerable,  though  the  former  tends  to  be  less  detailed  and  dis- 
criminating— making  no  distinction,  for  instance,  between  boots 
and  shoes.    Cigars,  cigarettes,  and  tobacco  figure  in  the  English, 
but  are  absent  from  the  French  scheme,  no  doubt  because  of  the 
Government  monopoly.     A  curious  difference,  in  which  national 
prejudice  seems  to  show  itself,  as  in  the  case  of  horses,  lies  in  tho 
fact  that  the  luxury  price-limit  for  a  dog  is  40  francs  in  France, 
while  Mr.  Acland*s  Committee  proposes  to  fix  it  at  £5.     Books 
other  than  limited  fine  editions  are  not  subject  to  tax  in  France ; 
but  the  English  proposal  is  in  addition  to  include  (a)  books  pub- 
lished before  1870  if  the  price  per  \olume  exceeds  £1,  and  (6)  books 
published  in  1870  or  later  if  these  are  bound  entirely  in  morocco 
or  vellum  and  cost  more  than  £1  15s.  a  volume  if  of  crown  octavo 
or  larger  size,  or  more  than  15s.  a  volume  in  the  same  of  smaller 
sizes.     The  different  treatment  of  services  in  the  three  countries 
deserves  notice.     In  France  payments  between  private  persons 
and  not  in  the  way  of  trade  (e.g.,  salaries)  are  subject  to  the  ordi- 
nary  tax  of  20  centimes  per  100   francs,   while   payments  for 
services  at  itablissements  de  luxe  are  also  subject  to  the  luxury 
tax.     The  wording  of  the  law  is  not  very  clear,  but  apparently 
services  such  as  shaving  and  boot-blacking  are  not  liable  to  tax 
in  France.     In  Germany  all  such  services  are  liable  to  the  tax 
of  \  per  cent.    In  the  English  scheme,  apart  from  accommodation 
in  hotels  or  lodgings,  which  is  reckoned  as  a  luxury  if  the  prices 
for  rooms  of  different  descriptions  exceed  certain  specified  sums, 
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the  only  services  subject  to  iax  are  those  connected  with  hair* 
dressing,  which  are  classed  as  luxuries  if  the  charge  exceeds  4^. 
in  the  ca^  of  women  or  2«.  in  the  case  of  men.  Lastly,  it  is 
interesting  to  notice  one  very  remarkable  feature  of  the  English 
schedules.  The  list  of  "  essential  luxuries  "  includes  "  rents  or 
other  payments  for  netting,  fishing,  or  shooting  rights,  or  accom- 
panying accommodation  except  where  such  netting  or  fishing 
rights  are  utilised  solely  for  trade  purposes."  The  extension  of 
the  tax  from  purchases  to  hirings  implied  in  this  clause  is  obviously 
more  far-reaching  than  that  implicit  in  the  inclusion  of  expensive 
hotel  accommodation ;  and  it  is  difficult  to  see  why  the  principle, 
once  introduced,  should  stop  short  at  sporting  rights.  The  pur- 
chase of  a  pleasure  boat  is  taxed,  but  pleasure  boats  are  more 
often  hired  than  bought,  and  the  hiring  goes  scot  free.  It  may,  of 
course,  be  urged  that  sporting  rights  are  usually  hired  for  a  whole 
season  and  that  the  occasional  temporary  hiring  of  a  pleasure 
boat,  if  a  luxury,  is  not  aii  expensive  one.  But  this  objection 
cannot  be  raised  to  the  argument  that  it  would  be  logical  to  in- 
clude the  rent  of  houses,  other  than  shooting  boxes,  at  least  if 
these  are  rented  for  holiday  purposes.  Apparently,  in  the  judg- 
ment of  Mr.  Acland*s  C<Hnmittee,  it  is  luxurious  to  hire  an 
expensive  room  for  a  day  or  a  week,  but  not  luxurious  to  rent 
a  country  house  for  the  whole  of  the  summer  or  for  the  hunting 
*  season,  at  least  if  one  furnishes  it  oneself !  This  anomaly,  how- 
ever, raises  certain  questions  of  principle  which  had  bettor  be 
considered  later. 

Only  in  France  has  the  new  taxation  had  a  trial  as  yet,  and 
though  the  tax  has  not  even  there  been  in  operation  sufficiently 
long  for  its  results  to  be  manifest,  the  experience  gained  so  far 
has  been  anything  but  encouraging.  There  has  been  a  storm  of 
hostile  criticism.  A  number  of  Chambers  of  Commerce  have 
passed  resolutions  against  the  tax,  or  have  urged  its  modification.'* 
It  is  urged  that  the  luxury  tax  bits  industries  which  are  of  great 

IS  Vide  Th€  Economist,  June  lit,  June  8th,  June  29th,  pp.  944,  979,  1081. 
A  meeting  of  the  presidents  of  the  various  French  Chambers  of  Oonmieros  on 
June  4th  passed  a  resolution  protesting  against  the  tax  and  urging  that,  if 
maintained,  it  should  be  limited  in  operation  to  the  duration  of  the  war  and, 
in  the  case  of  Inzuriea  which  only  come  within  that  class  when  a  price  limit  is 
exceeded,  should  be  imposed,  not  upon  the  whole  price,  but  only  upon  the 
amount  by  which  the  price  exceeds  the  non-luxury  limit.  This  last  point 
represents  the  view  of  the  original  Commission  which  drew  up  the  schedules  : 
the  liability  of  the  whole  price  to  taxation  was  a  modification  introduced  by 
the  Fiscal  liegislation  Committee  of  the  Chamber  of  Deputies  [vidt  White 
Paper,  No.  57  of  1918,  p.  2,  §  ii].  Th^e  seems  to  be  a  general  impreasion  that 
the  French  law  will  be  altered  in  some  respects. 
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importance  to  the  industrial  prosperity  of  France."  It  is  asserted 
that  it  encourages  the  manufacture  of  cheap  and  tasteless  articles.'^ 
"C'est  une  prime  i  la  camelole,"  was  the  exclamation  of  M. 
Lucien  Hubert  in  the  Senate.  It  is  pointed  out  that  in  some 
occupations  it  is  necessary,  in  others  luxurious,  to  be  well  dressed." 
The  retrospective  operation  of  the  tax  has  been  criticised  with 
special  severity."  Difficulties  have  occurred  in  the  process  of 
determining  which  establishments  are  to  be  treated  as  itabliise- 
ments  de  luxe.  The  effect  of  the  tax  in  increasing  the  labour  of 
bookkeeping  for  traders  has  added  to  its  unpopularity.^^  Attention 
has  been  called  to  the  difficulties  of  administration,  difficulties 
which  must  clearly  have  the  effect  of  making  the  cost  of  collection 
very  great.  Especially  instructive  from  this  point  of  view  is  the 
following  sentence  from  an  article  by  a  collector  of  taxes  which 
was  published  in  the  Bulletin  hebomadaire  de  Venregisirement : — 

"  Trfes  humblement,  j'avoue  que  je  comprends  Tembarras  de 
Tadministration  et  que  je  n*arrive  pas  k  concevoir  comment  elle 
pourra  r^soudre  les  difficult^s,  k  mon  sens  insolubles,  que  soul^ve 
la  perception  du  droit  de  timbre  sur  les  payements  commerciaux 
et  les  objets  de  luxe."" 

Before  the  end  of  May  attempts  to  evade  the  tax  had  already 
attracted  the  attention  of  the  Government."  Lastly,  the  yield 
of  the  new  taxation  has  been  disappointing.  In  the  month  of 
June  the  revenue  obtained  by  the  tax  on  payments  (which  appears 
to  include  the  10  per  cent,  tax  on  luxuries)  was  11376,500  francs 
as  compared  with  an  estimate  of  25  million  francs  for  that  month. 
In  July  the  yield  was  10,306,500  francs  as  compared  with  an 
estimate  of  over  32  million  francs.  The  Ministry  of  Finance  has 
thought  well  to  issue  a  notice  attributing  this  poor  yield  aux  causes 

u  Fu/e  U  Temp$,  April  lOih,  Mfty  Qih;  ep.  The  BconowUst,  Jom  Sth, 
p.  979. 

H  VnTe  Le  Temp$,  May  9th.  U  Vide  ibid.,  April  5ih. 

M  Vide  Le  Tempi,  April  lOih  : — '*L«t  r^lcmenU  du  moyen  Age  ioni  de  U 
liberU  aaprte  dee  chatnee  nouTellce.  Conire  ceite  eolation  rigooreoee  T^ait^, 
certce,  proteetaii.  Des  trensactione  eeraient  frappte,  poor  leeqnellce  ni 
racheteor,  ni  le  vendeor  n*auraieni  po  tenir  oompte  de  rimp6t^ 

n  Vide  The  Beont>wU$t,  June  lit,  p.  942,  Profeeeor  Stumpf,  criticiiing  the 
German  tax,  mentione  the  trouble  it  will  oocaaion  to  tradere;  vide  BeHinet 
TofebUm,  June  20Ul 

u  Quoted  in  Le  Temps,  May  28th.  Le  Tempe  adds:  "L'autenr  dteontre 
entuite  qu*on  aboutira  4  une  inquiaition  intolerable  et  4  la  creation  d'une 
multitude  d'cmploie  nouveaux.*'  Prof.  Stumpf  {op.  di.)  apeaka  of  the  labour 
the  German  tax  will  entail  for  the  Government  Departmente  concerned. 

It  Le  Tempe  of  May  25th  pubUahea  a  notice  iaaued  by  the  Ministry  of  Finance 
which  states  that  certain  traders  are  erading  the  luxury  tax,  and  threatens 
severe  measures. 
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yassageres  dija  signaUes  qui  detaient  ralentir  pour  les  premiers 
mois  la  perception  des  recettes  privues.^ 

It  remains  to  consider  all  this  new  taxation  in  relation  to 
general  principles.  There  are  two  grounds  on  which  it  is  possible 
to  defend  the  taxation  of  luxury.  It  may  be  defended  as  a  means 
to  the  discouragement  of  luxury,  and  that  either  because  certain 
luxuries  are  held  to  be  harmful  in  themselves  or  because  luxurious 
enjoyments  absorb  productive  resources  which  might  be  more 
usefully  employed  in  satisfying  the  more  urgent  wants  of  persons 
other  than  those  deterred  from  luxurious  gratification  by  the  tax. 
On  the  other  hand,  luxury  taxes  may  be  defended  as  an  instrument 
for  securing  revenue  from  those  whose  expenditure  upon  commo- 
dities for  which  their  need  is  small  indicates  that  they  have  money 
to  spare.  From  this  point  of  view  a  tax  upon  luxury  may  be 
regarded  as  a  supplement  to  the  income-tax,  intended  automatic- 
ally to  level  up  its  inequalities  and,  like  the  abatement  allowed 
for  children,  designed  to  make  the  distribution  of  sacrifice  approxi- 
mate more  closely  than  would  otherwise  be  possible  to  the  require- 
ments of  Justice.  Since  the  question  of  harmful  luxuries  is,  apart 
from  Uquor  taxes,  one  of  no  practical  importance,  one  may  con- 
clude that  luxury  taxes  stand  or  fall,  on  the  former  ground,  accord- 
ing to  their  success  in  effecting  the  diversion  of  productive 
resources  to  more  useful  purposes,  and  on  the  latter  ground, 
according  to  their  efficiency  as  comparatively  ansBsthetic  extractors 
of  revenue. 

The  schedules  examined  above  have  clearly  been  drawn  up  for 
revenue  purposes  As  regards  the  English  tax  the  Chancellor  of 
the  Exchequer  said  definitely  :  **  I  have  put  it  on  mainly  for 
revenue,"  though  he  added  the  quaUfication,  "  but  I  do  not  think 
that  there  is  anyone  in  the  House  or  out  of  it  who  will  doubt 
that  at  a  time  like  this  if  it  can  be  arranged  it  is  a  good  thing  in 
the  national  interest  to  make  it  more  difficult,  apart  from  revenue, 
for  people  to  spend  money  on  articles  of  pure  luxury."**  The 
inclusion  of  antiquities  and  works  of  aft  in  the  schedules  of  all 
three  countries,  the  mention  of  '*  postage  stamps  bought  at  more 
than  their  face  value  "  in  the  Enghsh  list  of  essential  luxuries, 

20  Vidt  Lt  Temfu,  July  12th,  August  13th. 

21  Vide  Hansard,  loc.  ciL,  cols.  716-717.  The  emphasis  is  differently  laid  in 
the  Final  Report  of  the  Committee  on  Commercial  and  Industrial  Policy  after 
the  War.  The  Committee  say  :  **  Wasteful  consumption  can  be  directly  checked 
by  the  imposition  of  duties  of  Customs  and  Excise  and  licence  daties  upon 
luxuries.  In  our  opinion  taxes  of  this  nature  should  be  spread  over  a  consider* 
ably  wider  field  than  at  present  and  should  be  judged  upon  their  merito  M 
checks  upon  consumption  as  well  as  by  the  amount  of  revenue  produced  by 
them."     rtVf<;  Cd.  9035  (1918),  p.  42. 


Digitized  by 


Google 


1918]  THB  TAXATION  OF  LUXITRY  295 

and  the  lower  non-luxury  price  limit  fixed  by  the  English  Com- 
mittee for  books  published  before  1870,  prove  beyond  question 
that  revenue  and  not  economy  of  productive  resources  is  the  aim 
and  object  of  the  new  taxati(Mi.  The  price  of  commodities  such 
as  these  does  not  vary  with  the  amount  of  labour  and  capital 
employed  in  rendering  them  available  for  the  consumer,  and  if 
the  aim  is  to  economise  labour  and  capital,  there  is  no  point  in 
discouraging  people  from  paying  high  prices  for  rare  postage 
stamps,  or  old  masters,  or  early  folios  of  Shakespeare,  or  violins 
by  Guarnerius.  From  this  point  of  view  more  harm  is  done  by 
buying  three  cheap  newly-mode  sofas  than  by  paying  dG200  for 
a  Chippendale  settee. 

It  is,  then,  ae  instruments  for  raising  revenue  that  the  new 
taxes  deserve  to  be  considered ;  and  on  this  ground  several  points 
should  be  noticed. 

1.  The  main  objection  to  the  taxation  of  luxury  as  a  means 
of  raising  revenue  is  well  known.  It  has  been  concisely  expressed 
by  Leroy-Beaulieu  :  "Ainsi  on  se  trouve  en  presence  de  ce  di- 
lemme  :  avec  des  tarifs  mod^r^s  les  taxes  somptuaires  sont  peu 
productives;  avec  des  tarifs  trfes  ^lev^s  elles  le  seraient,  sans 
doute,  encore  moins."  ^ 

2.  The  diflBculty  of  preventing  evasion  and  the  general  com- 
plexity of  administration  attaching  to  a  tax  on  retail  purchases 
must  make  the  cost  of  collection  very  c<Hisiderable.  It  should 
be  noticed,  too,  that  the  real  cost  of  collection  will  be  very  much 
greater  than  will  appear  in  the  national  accounts.  For  the  collec- 
tion of  the  tax  will  depend  to  a  great  extent  upon  the  unpaid 
services  of  the  shopkeepers ;  and  it  is  only  reasonable  to  regard 
the  additional  trouble  it  will  cause  to  them  as  being  part  of  the 
cost  of  collection." 

m  Vide  Paol  Lcroy-BeauliMi :  TrmU  de  la  tdenct  des  fmancee  [7ih  ediUon], 
t  L.  p.  630;  cp,  C.  F.  BatUble :  Public  Finance  (3rd  Editioii).  p.  490;  i1m 
Adolph  Wagner  :  Finamwieeentchaft :  iw.  Th.  (1880).  p.  487  :— "Denn  w«gen  der 
Willkulir  in  der  Wahl  der  Objecte  and  wegen  der  leichi  drohenden  Einscfarinkung 
dee  beireffenden  Besitiet  lind  hohe  SteuertiUe,  deswegen  und  wegen  der  meirt 
geringen  Verbreiiung  eolcben  LnxotconBomi  ut  wieder  ein  hoher  Sienerertrmg 
auigeicbloMen. ' ' 

n  Am  Mr.  Herbert  Samuel  »aid  in  the  Houm  of  Commons,  "The  Cbancdlor 
of  the  Exchequer  haa  an  ingeniona  idea  of  taming  erery  ahopkeeper  into  an 
Bxoiaeman**;  vide  HanMord,  Vol.  105,  No.  34.  col.  876.  Mamroth  and  Eheberg, 
in  critkiaing  the  achemea  of  8ch4ffle  and  Graf,  lay  atreat  upon  the  difficultiea 
of  adminiatration  :— •  Allein  die  praktiwhe  Durchf uhrung  einer  derartigen  Luxua- 
beatcuerung,  namenUich  einer  allgemeinen,  bdte  groaie,  kaum  lu  uberwindende 
Schwierigkeiten."  vide  of,  di.,  p.  651.  Danger  of  evaaion  by  pedlan  in  tha  caae 
of  jewellery  waa  remarked  upon  by  eeveral  witneMea  before  Mr.  Acland'a  Com- 
mitiee,  ride  Report,  p.  10;  ep.  Prof.  Stumpf,  op.  eit.  Eaae  of  evaai<»  in  re^ 
to  furniture  is  mentioned  in  the  Memorandum  by  Mrs.  Vaughan  Naah  and  Mias 
Markham;  vide  Report,  p.  16. 

Ho.    lU.— VOL,    XXVIII.  ^ 
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3.  The  case  for  the  new  taxation  rests  upon  the  assumption 
that  the  tax  will  fall  upon  the  consumer,  whose  luxury  is  a  measure 
of  his  ability  to  bear  additional  taxation.  But  this  assumption 
is  too  sweeping.  The  normal  tendency  of  a  tax  on  commodities 
to  hit  the  holders  of  existing  stocks  of  them  at  the  outset  has 
special  strength  and  importance  here.  It  may  be  true  that  the 
demand  for  really  expensive  luxuries  is  comparatively  inelastic.^ 
But  apart  from  this  limited  class  of  goods  the  tax  will  often  tend 
to  be  paid,  in  part,  at  least,  not  by  the  wealthy  consumer  but  by 
the  necessitous  tradesman.  Ex  hypothesi  the  need  of  consumers 
for  articles  of  luxury  is  slight :  if  it  were  not  slight,  no  one  could 
pretend  that  the  tax  had  any  "  anaesthetic  "  virtue.  But  the  pro- 
ducer's need  of  disposing  of  his  stock  of  goods  is  a  very  real 
need,  which  the  rise  in  the  cost  of  living  may  have  made  more 
urgent.  And  with  regard  to  certain  important  classes  of  luxuries 
(e,g.,  antique  furniture  and  old  books)  it  is  with  the  sale  of  existing 
stocks  and  not  with  the  production  of  newly  made  articles  that 
we  have  to  do,  while  shortage  of  labour  and  other  conditions  Im- 
posed by  war  have  put  many  other  articles  (e.g.,  pianos)  in  ahnost 
the  same  position.  If  hardship  caused  by  the  tax  should  force  any 
of  the  **  producers"  of  such  commodities  (viz,,  dealers)  out  of 
business,  the  immediate  consequence  would  be,  not  a  restorative 
shortening  of  supply,  but  rather  a  cheapening  of  the  articles  in 
question  as  the  result  of  forced  sales.  Again,  makers  of  and  dealers 
in  articles  of  luxury  have  specialised  skill  and  knowledge  in  a 
high  degree.  Such  persons  will  therefore  prefer  a  considerable 
loss  of  profits,  or,  in  other  words,  will  prefer  paying  a  great 
part,  if  not  the  whole,  of  the  tax,  to  the  extreme  measure  of  seek- 
ing alternative  employment  in  which  the  whole  advantage  of  their 
special  qualities  would  be  lost.  Thus  one  may  conclude  that  there 
will  be  a  distinct  tendency  for  the  tax  on  luxurious  purchases  to 
be  paid,  in  part,  at  least,  in  many  cases,  by  the  "  producer." 

4.  Evasion  of  the  tax  will  be  easy  in  regard  to  commodities  which 
are  only  classed  as  luxuries  when  their  price  exceeds  a  specified 
sum.  The  effect  of  the  tax  in  these  cases  may  often  be  to  lower 
the  price  of  the  article  until  it  is  just  under  the  prescribed  limit. 
In  that  event,  the  consumer  will  get  his  luxury  cheaper,  the 
dealer  will  be  poorer,  md  the  Exchequer  will  receive  exactly 
nothing.^ 

5.  It  is  possible  that  the  taxation  of  luxuries  may  react  to 

24  Vide  £.  R  A.  Seligman  :  The  Shifting  and  Incidence  of  Taxation,  2nd 
EdiUon  (1899),  p.  189. 

26  Cp.  Annex  to  the  Chairman's  Draft  Report  :  Report  of  Select  Comroittee, 
p.  27. 
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some  extent  upon  the  consumers  of  commodities  which  are  not 
classed  as  luxurious.  The  burden  of  taxation  may,  for  example, 
diminish  the  effective  demand  for  pianos  costing  more  than  £40, 
and  people  may  buy  cheaper  ones  instead.  But,  as  the  supply 
of  pianos  is  practically  limited  under  present  conditions,  the 
increased  demand  for  the  cheaper  classes  of  pianos  will  tend  to 
raise  their  price  for  everybody.  Even  when  existing  stocks  are 
sold  and  it  is  a  question  of  newly  made  articles  only,  this  type 
of  reaction  will  continue  to  be  felt  in  regard  to  goods  produced 
under  conditions  of  diminishing  returns,  if  the  demand  diverted 
from  the  dearer  articles  of  the  class  is  a  considerable  pro|X)rtion  of 
the  total  demand  for  the  class  of  goods  in  question. 

6.  The  theory  of  the  taxes  is  that  they  will  be  little  felt,  since 
they  press  only  upon  luxurious  consumption.  But  it  is  a  familiar 
maxim  of  public  Anance  that  a  small  but  unequal  burden  is  often 
more  grievous  than  a  heavier  burden  which  either  is  or  apjx^ars 
more  equal  in  its  incidence.  And,  quite  apart  from  the  tendency 
mentioned  above  for  the  tax  to  fall  in  certain  cases  upon  pro- 
ducers whose  taxability  is  no  greater  than  that  of  producers  in 
trades  unaffected  by  the  tax,  the  inequality  of  the  taxes  under 
consideration  is  gross  and  patent  : — 

(<i)  There  is  inequality  as  between  those  who  indulge  in  a 
few  expensive  luxuries  and  those  whose  delight  is  in  a  multitude 
of  cheaper  articles.  "  It  is  difficult."  writes  Mr.  Hartley  Withers, 
**  to  draw  a  line  between  luxuries  and  necessaries,  because  the 
difference  is  often  not  one  of  kind  but  of  number."  ^  Obviously 
a  woman  who  buys  two  dresses  at  £1  apiece  is  more  luxurious 
and  is  exhibiting  more  "  taxability "  than  one  who  buys  a 
single  dress  for  £8;  yet  under  the  scheme  proposed  for  this 
country  the  latter  would  be  taxed  and  the  former  would  go 
free. 

(6)  There  is  inequality  as  between  those  who  already  possess 
articles  of  luxury  and  those  who  buy  them  after  the  imposition 
of  the  tax.  If  the  taxes  were  imposed  only  upon  articles  which 
are  objects  of  frequently  recurrent  expenditure  (e.g.,  clothing, 
cigars,  wines,  etc.)  this  inequality  would  be  of  comparatively 
small  moment.  But  when  durable  commodities — furniture  and 
pianos  and  such  things  as  people  buy  perhaps  once  in  their 
lives — ^are  included,  the  injustice  is  serious.  Why  should  the 
luxury  of  the  newly  married  be  taxed  and  that  of  people  whose 
households  are  already  established  go  scot  free?    The  fact  that 

M  Vide  Hartley  Wither*  :  Porftty  ami  Wa9tt  (1914),  pp.  60^1. 
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the  new  taxation  is  imposed  only  upon  purchases  has  produced 
the  most  absurd  anomaly  in  regard  to  the  most  typical  of  all 
expensive  luxuries — the  occupation  of  large  and  expensive 
houses.  You  cannot  regard  the  purchase  of  a  house  as  luxurious 
expenditure  :  it  may  be  simply  an  investment,  like  the  piirchase 
of  War  Bonds  or  the  purchase  of  a  farm.  But  you  tax  the 
purchase  of  an  expensive  meal  in  an  hotel,  hence  also  the  hiring 
of  a  bedroom  for  more  than  a  certain  price.  And,  to  be  logical, 
you  treat  lodging-houses  similarly.  But  there  you  stop  short, 
for  to  tax  the  occupiers  of  houses  would  be  to  go  beyond  the 
scope  of  a  tax  on  purchases.  And  so,  if  the  proposed  scheme 
becomes  law,  the  man  who  hires  expensive  lodgings  for  a  week 
at  the  seaside  will  be  taxed  for  his  luxury^  but  the  man  who 
occupies  a  mansion  in  Park  Lane  and  two  or  three  country 
houses  as  well  will  be  entirely  untouched  by  the  new  tax. 

(c)  It  is  not,  perhaps,  straining  the  sense  of  **  inequality  " 
too  much  to  suggest  that  the  absence  of  progressive  ratea  makes 
a  tax  on  luxurious  purchases  necessarily  "  unequal."  If  equahty 
requires  the  differential  taxation  of  the  luxurious,  it  also  surely 
requires  that  those  who  spend  a  great  deal  on  luxury  should 
be  taxed  at  a  specially  high  late.  But  graduation  in  a  tax  on 
purchases  is  impossible  :  you  could  only  have  a  progressive  rate 
on  the  amount  of  each  separate  purchase,  and  the  man  who 
made  many  small  purchases  would  then  have  an  unfair 
advantage. 

It  will  be  noticed  that  most  of  the  objections  considered  above 
are  objections,  not  to  the  particular  schedules  which  have  been 
examined,  but  to  the  whole  project  of  raising  revenue  by  means 
of  a  tax  on  luxurious  purchases.  It  does  not  follow  that  all  forms 
of  luxury  taxation  are  similarly  objectionable.  A  great  deal  might 
be  said  for  the  imposition  of  really  repressive  taxes  upon  a  few 
of  the  most  important  luxuries,  care  being  taken  to  limit  the 
scheme  to  luxuries  which  (a)  absorb  productive  resources  that 
might  serve  more  useful  purposes  and  (b)  are  susceptible  of 
graduated  taxation.  A  progressive  tax  on  the  employment  of 
servants  at  once  suggests  itself.  The  machinery  of  the  National 
Insurance  Act  would  provide  a  check  upon  evasion ;  and  Dutch  ex- 
perience might  be  useful  in  arranging  the  details.  Again,  the  In- 
habited House  Duty  might  undergo  radical  alteration  and  develop- 
ment. At  present  the  graduation  stops  with  houses  whose  annual 
value  is  £60,  though  the  value  of  the  houses  above  this  line  repre- 
sented in  1906-1906  (the  last  year  for  which  I  have  figures  at  hand) 
more  than  two-fifths  of  the  annual  vahie  of  all  those  charged  to  the 
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duty.  It  18  obvious  that  if  a  man  occupies  more  than  one  house 
the  value  of  all  those  he  occupies  added  together  should  be  the 
determinant  of  the  rate  which  he  should  pay,  though  it  might  be 
difficult  to  prevent  fraud  if  this  was  the  rule.  That  some  abate- 
ment should  be  allowed  for  the  number  of  a  man's  family  will 
clearly  be  desirable  in  the  cases  of  both  the  servant  tax  and  the 
house  tax.  In  regard  to  both  taxes  it  may  be  suggested  (0  that 
the  object  would  be  not  revenue  but  the  suppression  of  waste  and 
(if)  that  the  present  is  an  opportune  time  for  the  initiation  of 
these  taxes,  because  discharged  servants  would  be  in  no  danger 
of  unemployment  and  the  great  need  for  hospitals  and  convalescent 
homes  would  readily  absorb  any  large  country  houses  which  might 
be  thrown  on  the  market  as  a  result  of  taxation. 

Reginald  Lennard 
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The  history  of  the  Assignats  falls  into  three  periods.  During 
the  first,  the  period  before  the  Terror,  the  growing  inflation 
worked  its  full  effects  under  conditions  of  economic  freedom. 
During  the  second,  which  coincides  with  the  Terror,  recourse  was 
had  to  violent  measures  to  counteract  the  effects  of  inflation.  The 
third  period,  which  begins  with  the  end  of  the  Terror,  saw  the 
discredit  and  final  disappearance  of  the  whole  system  of  the 
Bevolutionary  paper  money.  It  is  this  last  phase,  which  was  pro- 
longed over  a  period  of  two  years  and  which  has  received  less 
careful  treatment  than  the  others  at  the  hands  of  historians  and 
economists,  that  I  propose  to  describe.  But  before  doing  so  a 
brief  survey  of  the  earlier  developments  will  be  useful. 

The  Revolution  originated  in  financial  diflSculties.  But  far 
from  relieving  the  embarrassments  of  the  State,  it  only  intensified 
them.  Unpopular  taxes  were  repealed.  Compensation  was  voted 
for  feudal  privileges  abolished.  The  yield  of  the  remaining  taxes 
dwindled.  The  provision  of  the  inmiediate  means  of  payment 
became  urgently  necessary.  Necker,  the  Minister  of  Finance, 
attempted  to  borrow,  but  his  loans  were  little  more  than  half 
subscribed.^  In  the  confiscated  lands  of  the  King  and  clergy,  the 
State  had  become  possessed  of  a  capital  asset  more  than  sufficient 
to  cover  the  accumulated  deficits  of  many  years.  The  biens 
nationaux  are  believed  to  have  been  worth  3,500  millions  of 
livres,  while  the  whole  expenditure  of  the  Budget  was  some  500 
or  600  millions,  and  the  deficit  for  1789  was  estimated  at  162 
millions.*  Here  was  a  guarantee  of  solvency,  but  the  problem  was 
to  make  it  immediately  available.  A  succession  of  forced  sales 
w^ould  sacrifice  a  great  part  of  its  value.  It  was  decided  to  issue 
a  paper  security  which  could  be  used  in  the  first  instance  for  paying 
Government  obligations,  and  could  be  received  in  payment  of  the 
purchase  price  of  the  public  lands.  First,  in  December,  1789, 
came  interest-bearing  bonds;  then,  in  April,  1790,  came  legal 

1  i)iounn,  Finances  dt  VAncitn  Rigimt  tt  dt  la  Rivolution,  II.,  265-7. 

2  Siourm,  II.,  274. 
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tender  notes,  but  still  bearing  interest.  In  September,  1790,  there 
followed  an  issue  of  paper  money  pure  and  simple,  legal  tender 
and  bearing  no  interest.  By  that  time  the  total  authorised 
issue  was  raised  to  1,200  millions.  In  June,  1791,  a  further 
issue — fixed  at  600  millions — became  necessary.  The  total  ex- 
penditure from  May  Ist,  1789,  to  July  Ist,  1791  (two  years  and 
two  months),  was  1,719  millions,  and  the  revenue  only  470  mil- 
lions, making  the  deficit  1,260  millions.' 

In  November,  1791,  the  Assignat  was  worth  82  *  per  cent,  of 
its  face  value,  and  with  the  growing  inflation  and  the  approach 
of  war  was  falling  rapidly.    War  was  declared  on  Austria  in  April, 
1792.     In  June  the  Assignat  fell  to  57,  but  by  the  end  of  the 
year  it  had  recovered  to  72.    But  the  execution  of  Louis  XVI.  and 
the  outbreak  of  war  with  England  in  January,  1793,  completely 
demcMralised  the  market.    In  that  month  the  Assignat  fell  to  51, 
in  June  it  was  at  36,  and  in  August  no  more  than  22.    It  is  at 
this  point  that  the  Reign  of  Terror  begins  and  brings  with  it  the 
period  of  violent  remedi^es.     A  decree  of  April  11th,  1793,  pro- 
hibited the  buying  of  gold  or  silver  at  a  premium ;  all  monetary 
obligations  were  to  be  obligations  to  pay  in  Assignats,  and  if 
payment  were  made  in  coin  it  must  be  at  par.     By  a  further 
decree,  of  August,  it  became  an  offence  to  sell  coin,  or  to  differen- 
tiate between  coin  and  Assignats  in  any  transaction,  or  to  refuse 
to  receive  payment  in  Assignats,  or  to  negotiate  Assignats  at  a 
discount.    By  a  third  decree,  of  September  8th,  the  death  penalty 
itself   was  imposed.     The  Jacobins,   indeed,  had  replaced   the 
Girondins  or  moderate  party  in  power  for  the  express  purpose  of 
coping  with  a  desperate  crisis  in  internal  and  external  affairs.    A 
strong  executive  was  indispensable,  and  the  Committee  of  Public 
Safety,  working  in  conjunction  with  the  National  Convention,  was 
given  a  free  hand  to  regulate  every  detail  of  the  life  of  the  French 
people.    Depreciation  of  the  paper  money  was  naturally  reflected 
in  a  proportional  rise  in  prices.     In  the  spring  of  1793  the 
Jacobins,   then   in  oppositi<Mi,   had   pressed   upon   the  reluctant 
Girondin  Government  a  measure  prescribing  a  maximum  price 
for  com,  and  when  the  Jacobins  themselves  came  itito  power  the 
principle  was  extended  by  successive  decrees  to  all  necessaries, 
including  not  only  food,  but  cloth,  leather,  fuel,  wood,  etc.  (Decree 
of  September  29th ,  1793.)      . 

The  Jacobins  saw  clearly  enough  that  if  order  was  to  be 

«  LevMMor,  //ulofVe  de$  Clofses  Out^irres  en  France,  I.,  162-6. 

4  The  Schedule  to  the  Uw  of  6  Mesridor.  An  V.  (June  23rd,  1797),  giving 
the  average  value  of  100  livret  awiignate  in  specie  for  each  month,  »  quoted  in 
Courtoia*  U^Ufire  dt  la  Banque  de  France,  etc. 


Digitized  by 


Google 


302  THB  BCONOMIO  JOURNAL  [SBFT. 

restored  in  the  finances  the  volume  of  paper  money  in  circulation 
must  be  diminished.  The  Assignats  in  circulation,  after  deducting 
those  withdrawn  through  sales  of  the  biens  nationaux,  now  came 
to  3,776  millions.  Besides  other  measures,  a  forced  loan,  assessed 
on  income  and  calculated  to  jdeld  1,000  millions,  was  levied.  There 
was  no  hope  of  the  ordinary  Budget  balancing,  but  with  these 
resources  the  plethora  of  paper  might  at  any  rate  be  reduced. 

France,  in  return  for  her  fearful  sacrifice  in  submitting  to  the 
Terror^  received  at  any  rate  the  advantage  of  a  strong  Gbvem- 
menty  a  Government  which  could  organise  victory  and  save  the 
Republic,  a  Government  which  could  make  realities  of  a  forced 
loan,  a  schedule  of  maximum  prices,  or  a  legal  tender  law.  The 
prospects  of  France  and  the  prospects  of  the  Bevolution  rose.  In 
November,  1793,  the  Assignat  was  at  33,  or  50  per  cent,  above  the 
panic  quotations  of  August.  In  December  it  leapt  up  to  48.  Like 
the  low  level  of  August,  this  rise  was  in  part  artificial.  Gold  and 
silver  themselves  were  depressed  in  value  in  consequence  of  a 
law  against  hoarding.  The  Government  exacted  a  part  of  the 
taxes  not  in  Assignats,  but  in  kind.  Other  supplies  were  reqtii- 
sitioned  at  prescribed  prices.  Not  merely  were  war  supplies 
requisitioned,  but  the  people  of  Paris  were  fed  with  requisitioned 
com.  Yet,  notwithstanding  all  the  requisitions  and  transactions  in 
kind  a  vast  expenditure  in  money  was  necessary.  The  emergency 
measures  themselves  destroyed  enterprise;  there  were  no  free 
markets  except  for  luxuries,  and  it  was  no  time  for  luxuries.  The 
ordinary  sources  of  revenue  were  almost  dried  up.  The  adminis- 
tration of  the  all-important  Impdt  Fonder  had  been  unwisely  de- 
volved on  local  authorities  who  had  no  interest  in  gathering  it  in. 
The  deficit  was  made  up  by  incessant  additions  to  the  authorised 
issue  of  Assignats.  Speaking  on  November  4th,  1794,^  Cambon,  the 
Minister  of  Finance,  estimated  that  the  expenditure  in  1792  had 
been  1,800  millions,  and  in  1793  2,000  millions,  and  that  it  had 
risen  to  300  millions  a  month.  At  that  time  the  As^gnats  in 
circulation  amounted  to  6,400  millions,  and  they  were  still  worth 
24  per  cent,  of  their  nominal  value. 

At  last  there  came  a  reUef  of  the  tension ;  the  circle  of  enemies 
was  triumphantly  broken ;  it  was  no  longer  necessary  to  subordi- 
nate every  private  interest  to  the  absolute  will  of  the  Executive. 
The  Terror,  in  fact,  perished  of  its  own  success.  Victory  brought 
security,  and  the  remoter  the  danger  the  more  odious  became  the 
butcheries  perpetrated  by  the  bitter  fanaticism  of  Robespierre 
and  the  vindictive  brutality  of  his  evil  colleagues.    With  the  fall 


5  Moniteuf, 
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of  RobeBpierre  on  the  9th  Tbermidor  (July,  1794)  the  Terror 
ceased,  but  the  military,  economic,  and  political  system  of  the 
Committee  ot  Public  Safety  did  not  immediately  come  to  an 
end. 

So  far  as  the  economic  system  is  concerned,  the  first  important 
step  was  the  repeal  of  the  law  of  the  maximum  on  December 
24th,  1794.  Maximum  prices  have  a  paralysing  effect  on  trade. 
No  one  is  willing  to  sell*  and  goods  have  to  be  wrenched  from 
the  dealers'  hands  and  forced  into  the  market  by  the  Govern- 
ment. Let  the  limitation  of  price  be  withdrawn  and  everyone 
is  willibg  at  once  to  resume  business.  But  there  is  no  recent 
experience  by  which  to  measure  demand,  and  the  result  is  a 
bewildering  uncertainty  of  prices  and  an  orgy  of  speculation. 

This  is  what  happened  in  France  in  1795.  Even  in  Septem- 
ber, 1794,  three  months  before  the  actual  repeal  of  the  law,  there 
were  complaints  that  the  maximum  was  no  longer  enforced.* 
At  the  same  time  it  was  said  that  there  were  goods  in  plenty.^ 
Once  people  saw  that  the  maximum  simply  prevented  them 
from  buying,  and  that  if  they  could  evade  the  law  they  could 
have  whatever  they  could  pay  for,  the  system  was  doomed.  But 
the  repeal  let  loose  forces  the  effects  of  which  had  not  been  fore- 
seen. Traders  who  had  been  paid  in  Assignats  for  all  that  they 
had  been  compelled  to  sell  for  eighteen  months  past,  and  had 
been  unable  to  buy  anything  because  no  one  would  sell  at  the 
maximum  prices,  pressed  forward  to  spend  all  this  idle  money 
on  replenishing  their  stocks.  In  proportion  as  traders  hastened 
to  spend,  prices  went  soaring  upwards,  and  in  proportion  as  prices 
rose  traders  became  the  more  eager  to  turn  money  into  com- 
modities, and  to  reap  the  profit  of  the  almost  unlimited  rise  which 
they  foresaw.  This  sudden  dissipation  of  balances  flooded  the 
market  with  Assignats,  and  i»X)duced  a  headlong  dei^reciation. 

And  the  depreciation  now  became  directly  measurable  against 
specie.  For  a  time,  indeed,  the  prohibition  upon  dealings  in 
specie  remained  legally  in  force.  But  even  before  the  repeal  of 
the  maximum  speculators  were  beginning  to  sell  gold  and  silver 
as  ••  nankin  "  or  •*  muslin,"  and  the  police  were  unable  to  prevent 
the  traffic*  With  the  repeal  of  the  maximum  there  came  a 
decree  of  January  2nd,  1795,  permitting  the  exportation  of  specie 

•  AnUrd,  Paris  $ou$  la  Riaction  Tkermidorienne,  /.,  91.  This  work,  con- 
Uining  the  daily  reporU  of  the  Parii  police  on  the  lUU  of  pablic  opinion,  etc., 
together  with  eztrAct«  from  the  newipepert,  provides  invalnftble  material  for 
■indying  the  tnccestive  phases  of  the  Assignats. 

7  Aulard,  September  30th,  1794,  and  October  9th,  1794. 

i  Aulard    October  13ih,  1794. 
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provided  products  necessary  to  life  were  imported  in  exchange. 
This  did  not  authorise  dealings  in  specie  at  a  premium,  but  it 
opened  the  door  to  the  quotation  of  specie  prices.  Once  coin 
had  become  the  legally  recognised  means  of  purchasing  foreign 
commodities,  its  place  as  a  measure  of  value  was  re-established, 
and  almost  immediately  we  find  evidence  here  and  there  that 
the  law  against  differential  prices  is  being  defied,  and  payment 
in  coin  stipulated  for.  This  is  still  the  exception  in  Paris  itself, 
but  it  is  fast  becoming  the  rule  in  the  country  districts,  even 
quite  close  to  Paris.* 

Till  the  end-  of  February,  1795,  the  depreciation  though  con- 
tinuous was  not  perceptibly  accelerated.  Indeed,  whereas  the 
Assignats  fell  from  28  per  cent,  in  October  to  20  in  December, 
1794,  they  were  still  at  17  in  February.  Nevertheless,  this  was  the 
lowest  point  yet  recorded,  and  represented  a  drop  of  one-half 
since  the  fall  of  Kobespierre  seven  months  before.  There  had 
not  been  so  severe  a  decline  since  that  of  the  summer^  of  1793. 
The  Convention  turned  their  attention  seriously  to  the  problem 
at  the  end  of  February.  Cambon,  the  Minister  of  Finance,  pro- 
posed^* a  lottery  on  a  gigantic  scale,  and  a  number  of  other 
projects  were  discussed,  all  being  designed  for  the  purpose  of 
raising  a  large  sum  of  money  in  Assignats  and  withdrawing  the 
paper  so  received  from  circulation.  The  principle  was  the  same 
as  that  of  the  forced  loan  of  1793,  but  the  magic  of  decision  was 
gone.  The  various  plans  were  referred  to  the  Committee  on 
Finance,  and  while  the  Committee  deliberated  the  collapse  of 
the  Assignat  went  on  apace.  By  April,  when  the  Committee's 
s[X)kesman,  Johannot,  presented  its  report,"  the  paper  money  was 
worth  little  more  than  10  per  cent,  of  its  face  value.  The  report 
embodied  a  variety  of  proposals.  Its  general  tendency  was  to- 
wards greater  freedom.  Bargains  were  to  be  permitted  in  any 
medium  of  payment,  whether  metal  or  paper;  the  Bourses  in 
Paris  and  elsewhere  were  to  be  opened ;  the  value  of  silver  bullion 
in  Assignats  was  to  be  officially  ascertained  and  published  monthly. 
A  final  batch  of  3,200  millions  in  Assignats  was  to  be  manufac- 
tured, not  to  be  immediately  issued,  but  to  be  held  in  reserve, 
and  thereupon  the  plates  were  to  be  once  for  all  destroyed. 
The  biens  nationaux  were  to  be  paid  in  Assignats  at  their  silver 
value.  A  land  bank  was  to  be  started,  to  issue  a  new  kind  of 
security,  cidules  d'hypothique,  secured  on  specified  portions  of 

•  Aulard,  January  23rd,  February  13th.  February  18th,  1795. 
10  On  the  7th  Vcntoie  (February  26th,  1795)— »ee  Moniteur. 
n  On  the  26th  Germinal  (April  15th,  1796)— J/oniteiir. 
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the  biens  nationaux,  not  legal  tender,  but  transferable  by  endorse- 
ment, and  bearing  interest  at  3  per  cent. 

An  important  instalment  of  these  proposals  was  passed  on 
April  25th.  Specie  was  declared  to  be  "  merchandise."  The 
Bourses  were  opened.  The  3,200  millions  of  Assignats  were 
authorised  (though  the  plates  were  not  destroyed,  and  the  issue 
was  far  from  being  final !). 

The  discussion  was  resumed  in  May.  A  member  named 
Ilaffron  put  forward  a  motion  that  the  value  of  the  Assignats 
should  fall  automatically  by  one  per  cent,  every  month.  This 
aroused  a  storm  among  the  Jacobins,  and  a  resolution  ruling  out 
of  order  any  proposal  in  the  direction  of  demonetising  the  Assi- 
gnats  was  carried  by  acclamation."  Perhaps  Raffron's  motion 
was  not  meant  too  seriously,  and  the  real  aim  was  to  outmanoeuvre 
the  proposal  for  fixing  the  value  of  the  Assignats  in  silver  accord- 
iYig  to  the  market  quotations.  For  this  latter  proposal,  which 
certainly  partook  of  demonetisation,  inasmuch  as  it  divorced  the 
Assignats  from  the  money  of  account  and  set  no  limit  to  their 
possible  divergence,  was  not  further  discussed. 

The  growing  turbulence  of  the  Jacobin  faction  broke  out  into 
open  violence  in  the  latter  part  of  May,  and  the  discussion  on  the 
Johannot  report  was  interrupted.  On  May  21st,  in  the  midst  of 
the  turmoil,  according  to  a  brief  notice  in  the  Moniteur,  the  law 
declaring  specie  to  be  merchandise  was  again  repealed. 

Quiet  being  restored  the  discussions  on  currency  and  finance 
were  resumed.  On  June  4th  a  law  was  passed  authorising  the 
system  of  cMules  d'hypothique.  The  same  law  declared  that 
Assignats  and  coin  bearing  the  stamp  of  the  Republic  were  the 
sole  legal  money.  The  effect  of  the  various  decrees  relatmg  to 
specie  is  not  very  easy  to  unravel.  For  some  reason  or  other  the 
hasty  repeal  of  the  law  which  made  specie  merchandise,  on  May 
2lBt  seems  never  to  have  had  any  operative  effect.  At  any  rate, 
the  deaUngs  in  gold  and  silver  on  the  Bourse  were  m  no  wise 
interfered  with,  and  when  a  hiw  was  passed  at  the  end  of  August 
giving  the  Bourses  in  Paris  and  elsewhere  a  monopoly  of  deahngs 
in  the  precious  metals,  soU  nionnayis,  soil  en  barre,  en  Itngot  ou 
ouvris.  there  was  no  suggestion  that  transactions  not  o  her- 
wise  lawful  were  being  legalised.  FinaUy,  on  March  12th,  1796 
the  Moniteuf  again  records  that  •*  the  law  which  declared  gold 
and  sUver  merchandise  was  repealed."  It  is  possible  that  the 
law  of  June  4th,  which  recognised  no  other  metalhc  money  than 
that  coined  by  the  Republic,  was  interpreted  as  legalismg  deaUngs 
12  On  Mty  7ih,  1795-«e«  MoniUur. 
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in  Louis  d'or  and  ^cus  of  the  old  rigime,  and  in  bullion  and 
foreign  coin.  The  Bepublican  coinage  included  no  gold  and  very 
little  silver  (only  32,000,000  francs  up  to  May,  1797),  and  if  that 
alone  was  not  to  be  treated  as  merchandise  the  continuance  of 
free  dealings  in  other  forms  of  specie  is  explained. 

The  cidules  d'hypoihique  were  a  failure.  Indeed,  what  was 
the  use  of  expecting  people  to  lend  with  the  prospect  of  being 
repaid  in  Assignats?  No  proposal  t(x  borrowing  from  the  public 
could  succeed  so  long  as  the  lenders  had  no  safeguard  against  an 
indefinite  depreciation  of  the  medium  in  which  they  were  entitled 
to  repajrment.  When  the  proposal  for  fixing  the  value  of  the 
Assignat  in  silver  every  month  was  dropped,  this  part  of  the 
Johannot  report  lost  all  its  utility. 

But  in  any  case  it  was  too  late.  The  critical  months  bad 
already  been  lost.  The  Assignat,  which  had  been  worth  one-sixth 
of  its  value  when  Cambon  made  his  report  in  February,  and  one- 
tenth  when  Johannot  made  his  in  April,  was  now  hardly  worth 
one-fifteenth,  and  was  fluctuating  wildly  and  falling  rapidly.  The 
Jacobins,  however,  remained  the  champions  of  the  paper  money 
which  had  saved  the  Republic.  The  Convention  turned  to  the 
pubUc  lands  which  had  always  been  regarded  as  the  security  for 
the  Assignats.  All  that  was  needed  to  rehabilitate  them  was  to 
make  them  convertible  on  demand  into  this  security.  But  it 
could  not  be  said  that  the  holder  of  a  sum  in  Assignats  was  en- 
titled to  any  definite  amount  of  land.  Hitherto  the  lands  had 
been  sold  by  auction,  and  the  price  rose  as  the  Assignats  depre- 
ciated. No  limit  could  be  set  to  this  process,  and  to  sell  the  land 
to  the  highest  bidder  was  undeniably  to  give  less  land  than  had 
been  originally  contemplated.  The  valuation  of  1790  afforded  a 
basis  for  fixing  the  price  of  the  land,  and  a  decree  (May  29th)  was 
passed  that  it  should  be  sold  to  the  first  comer  at  76  years'  purchase 
of  the  annual  value  of  1790,  or,  say,  three  times  its  capital  value. 
The  Church  and  Crown  lands  seized  in  1789  had  been  worth 
3,500  millions ;  the  lands  of  the  imigria  seized  in  1792  were  worth 
2,000  more."  The  sales  up  to  date  amounted  to  3,6(X)  millions 
in  paper  (of  which  about  two-thi)*ds  still  remained  to  be  paid  up.) 
Allowance  being  made  for  the  inflation  of  paper  values,  the  portion 
unsold  might  have  been  sufficient  to  withdraw  many  milliards  of 
redundant  Assignats.  But  at  the  then  value  of  the  Assignat  the 
land  was  being  sold  at  only  three  years'  purchase,  or  thereabouts, 
of  its  real  annual  value,  and  for  all  that  the  obligations  of  the 
State  were  not  being  unequivocally  met.     The  Jacobins  oould 

U  Siourm,  Finances  dt  Fandtn  Rigimt  a  dt  la  Kevoiution,  Chap.  XXX. 
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not  stand  such  a  sacrifice  of  the  Republic's  most  cherished  asset. 
The  decree  was  hastily  repealed,  and  the  sales  under  it  were  an- 
nulled  (June  7th)." 

This  game  of  fast  and  loose  was  not  calculated  to  revive  the 
credit  of  the  Assignat.  On  June  7th  the  Ix)ui's  of  24  livres  was 
quoted  at  585.  On  the  13th  it  leaped  up  to  1»000,  on  the  16th  it 
dropped  to  600,  and  on  the  16th  even  to  450.^^  The  position  was 
becoming  desperate.  How  could  paper  money  subject  to  such 
wild  vagaries  be  used  as  a  medium  of  payment  at  all? 

One  of  the  vices  of  the  situation  was  that  the  public  revenues 
dwindled  in  proportion  to  the  Assignats.  It  had  been  difficult 
enough  to  collect  the  taxes,  and  the  arrears  were  enc^'mous,  but 
when  the  Assignat  was  worth  only  6,  4,  or  even  2  per  cent,  of  its 
nominal  value  the  money  was  hardly  worth  collecting.  In  June 
an  Act  was  passed  making  the  Assignats  pass  in  payment  of  taxes 
for  a  reduced  value  bearing  the  same  proportion  to  their  face 
value  as  a  standard  sum  of  2,000  millions  to  the  actual  amount 
in  circulation  (rounded  down  to  the  nearest  6(X)  millions).  To 
avoid  inflicting  hardship  on  landlords  who  had  to  pay  taxes  on 
property  which  they  had  let  on  lease,  the  same  rule  was  applied 
to  rents  payable  under  leases. 

Nothing  could  demonstrate  better  than  the  operation  of  the 
proportional  scale  the  manner  in  which  the  Assignat  had  lost 
ground.  It  was  estimated  that  in  1789  there  had  been  2.000  mil- 
lions of  specie  and  7(X)  millions  of  paper  iti  circulation.**  Some 
of  the  specie  had  undoubtedly  remained  hidden  in  the  country 
all  through  the  Terror,  notwithstanding  the  law  against  board- 
ing. If  the  gap  to  be  filled  by  the  Assignats  in  the  currency 
system  be  taken  at  2,000  millions,  then  the  6,400  millions  in  cir- 
culation in  November,  1794.  which  were  worth  1,500  millions  at 
24  per  cent,  of  their  face  value,  nearly  sufficed  to  fill  it.  At  the 
time  of  Johannot's  report  in  April  there  were  about  8,000  millions 
in  circulation,  which  at  10  per  cent,  represented  only  800  millions 
in  specie.  In  June  there  were  13,000  millions  in  circulation,  and 
the  average  value  of  the  Assignat  for  the  month  was  only  8*38 
per  cent.,  so  that  the  whole  issue  was  worth  no  more  than  440 
millions. 

While  the  Convention  had  been  debating  and  referring  Bills 
back  to  Committees,  and  passing  and  repeaUng  futile  decrees,  the 
Assignat  had  practically  ceased  to  be  a  medium  of  pajTnent,  and 

U  MomUMf,  "  AoUrd. 

l«  EittmaU  by  Maurice  quoted  in  debate  of  29  Prairial  (June  ITth.  1796)  - 
%bc  Momtfur.    Nei^ker  estimated  the  circulation  of  ipecie  at  2,200  mtlHona 
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had  become  a  mere  object  of  speculation.  Country  people  ex- 
pressed their  contempt  for  the  Assignats,  calling  them  **  Vargeni 
de  Paris. '*^^  The  Paris  shopkeepers  themselves  refused  to  give 
change  for  the  Assignats  of  large  denomination  or  sometimes  even 
to  accept  them  at  all,  on  the  ground  that  the  country 
people  were  refusing  to  take  payment  in  paper  for  their 
produce.^®  The  Convention  remained  in  existence  till  the  end  of 
October,  but  during  its  last  months  its  attention  was  occupied  in 
Constitution  making  and  in  preparing  for  the  advent  of  the  New 
Government.  Currency  matters  were  aUowed  to  drift,  and  the 
credit  of  the  Assignats  was  not  assisted  either  by  the  grant  of 
extra  pay  in  metallic  value  to  the  troops*®  or  by  the  computation 
of  the  legislators'  allowances  in  terms  of  com.  The  premium  on 
specie  grew,  now  rapidly,  now  slowly ;  occasionally  there  was  a 
momentary  setback,  but  never  for  long.  By  the  beginning  of 
September  the  high  quotation  of  1,000,  which  the  Louis  had 
touched  during  the  spasmodic  movements  of  June,  had  been  sur- 
passed. After  remaining  at  1,100  to  1,200  for  several  weeks,  the 
Louis  shot  upwards  in  the  middle  of  October.  The  Republic  was 
changing  horses  while  crossing  a  very  torrential  stream,  and  in 
the  last  days  before  the  new  Constitution,  with  its  Directoire 
Exicutif  and  its  Corps  Ligislatif  of  two  Chambers,  came  into 
operation,  quotations  oscillated  madly  up  and  down.  On  October 
26th  2,000  was  reached,  on  the  28th  2,750,  on  the  29th  3,450,  on 
the  30th  the  Louis  opened  at  2,600,  and  on  the  31st  it  was  back 
again  at  2,450.^  The  paper  tnoney  in  circulation  had  grown  to 
19,000  millions,  and  with  the  Louis  at  3,000  this  was  equivalent 
to  only  150  millions  of  specie. 

Writers  on  the  Assignats  have  made  much  of  the  amazing 
prices  at  which  commodities  were  bought  and  sold  at  this  period. 
Of  these  it  is  really  enough  to  say  that  they  were  proportional  to 
the  rise  in  the  value  of  specie.  In  other  words,  they  were  fifty- 
fold  their  normal  level  in  September,  one  hundred-fold  and  more 
by  the  beginning  of  November.  These  prices  were  a  reality  in 
Paris  and  in  other  places  where  Government  disbursements  kepi 
up  a  perpetual  fresh  supply  of  Assignats.  In  Paris  the  Assignat, 
*  Vargeni  de  Paris/*  really  was  the  medium  of  payment.  But  even 
in  Paris  a  system  was  growing  up  of  regulating  prices  of  goods  by 
the  price  of  gold  as  quoted  on  the  Bourse."    From  fixing  differen- 

17  Aulard,  July  lit,   1795.  »  Aulard,  Jane  20th,  1795. 

i»  AuUrd,  July  23rd,  1795. 

20  These  quotations  are  taken  from  the  daily  record  of  the  Bourse  prices 
inserted  in  the  Moniteur. 

21  Anlard,  Vol.  XL,  p.  470  (Decemher  6th,  1795). 
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tial  prices,  the  merchantB  and  farmers  in  the  provinces  bad  taken 
to  refusing  to  receive  Assignats  at  all.  The  country  was  steadily 
restocking  itself  with  metal  cunency.  The  quotations  of  the 
foreign  Exchanges  on  the  Bourse,  from  the  time  when  they  begin 
in  the  late  summer,  consistently  show  an  enormous  profit  on  the 
importation  of  gold.  The  premium  on  Louis  d'or  and  on  foreign 
gold  coin  was  very  much  greater  than  the  premium  on  foreign 
bills.  In  September  and  October  the  difference  was  as  great  as 
20  per  cent. ;  till  the  end  of  January.  1796,  it  was  as  much  as 
ten  per  cent.* 

When  the  Directorate  came  into  power  at  the  beginning  of 
November  they  turned  their  attention  to  the  currency.  On 
December  6th  they  made  their  first  important  proposal.  There 
was  to  be  a  forced  loan,  payable  in  specie  or  bullion  or  com,  or  in 
Assignats  taken  at  one  per  cent,  of  their  face  value,  by  which  it 
was  hoped  to  raise  400  millions  in  specie,  and  to  withdraw  20,000 
millions  (counting  as  200  millions)  in  Assignats.  The  Assignats 
were  to  become  convertible  into  coin  at  the  same  rate  of  one  per 
cent. ;  the  manufacture  of  Assignats  was  to  be  brought  once  and 
for  all  to  an  end ;  the  plates  were  to  be  destroyed  on  February 
19th.  But  meanwhile  the  Government  could  not  be  left  without 
any  financial  resource  whatever,  and  they  were  authorised  to 
continue  the  manufacture  of  Assignats  till  the  total  issue  reached 
the  fantastic  figure  of  40,000  millions.  Great  hopes  were 
aroused,  and,  when  the  forced  loan  decree  passed,  the  Louis, 
which  had  been  above  5,000,  fell  in  two  days  to  3,600.  The 
figime  of  the  Assignats  was  clearly  coming  to  its  close.  The 
Government  was,  indeed,  still  meeting  its  liabilities  in  Assignats. 
Civil  Service  salaries,  however,  had  already  been  raised  thirty- 
fold  (November  28th).  In  December  it  was  enacted  that  half 
the  Customs  duties  should  be  paid  in  coin.^  The  valuation  of 
the  Assignat  at  one  per  cent,  might  well  provide  a  bridge  by  which 
the  Government  could  return,  as  private  traders  had  already 
practically  returned,  to  a  metallic  standard. 

But  the  Directorate  was  limited  in  its  freedom  by  a  Legisla- 
ture predominantly  Jacobin.  It  did  not  command  confidence. 
The  Assignats  were  still  over-valued,  even  at  one  per  cent.,  and 
the  Government  could  not  start  redeeming  them  in  specie  at  that 
rate.  Indeed,  practically  no  specie  came  into  its  hands.  A 
continuance  of  paper  money  in  some  form  seemed  absolutely 
inevitable,  and  the  next  step  was  to  devise  a  new  issue  of  paper 

St  For  th«  leriotia  effect  of  ihii  on  RnglUh  currency,  lee  '*The  Bank  Rctiric- 
tioa  of  1797"  in  the  Economic  Journal  of  March,  1918. 
13  Stourni.,  XL,  86. 
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money,  which  should  be  absolutely  secured  against  depreciation. 
The  Assignats,  though  they  were  supposed  to  be  secured  upon 
the  public  lands,  did  not  entitle  the  bearer  to  any  particular  share 
in  this  security.  The  new  notes,  the  mandats  territoriaux  (March 
16th,  1796)  were  to  entitle  the  bearer  to  obtain  land  on  demand 
at  the  fixed  valuation  of  twenty-two  years*  purchase  of  the  annual 
value  in  1790  (or  eighteen  years'  purchase  fw  buildings).  Though 
there  are  plenty  of  objections  to  such  a  currency  system,  it  may 
be  plausibly  argued  that,  so  long  as  the  supply  of  lands  remained 
unexhausted,  depreciation  would  have  been  prevented.  But  it 
was  never  given  a  fair  trial.  The  Committee  of  the  Lower  Cham- 
ber (the  Council  of  Five  Hundred)  introduced  an  amendment 
making  Assignats  convertible  into  mandats  territoriaux  at  one- 
thirtieth  of  their  nominal  value,  and  raising  the  amount  of  the 
Mandats  from  600  to  2,400  millions  to  provide  for  the  exchange 
(with  an  ample  margin  !)^  If  one-hundredth  had  been  too  high 
a  valuation  of  the  Assignat,  one-thirtieth  was  impossible.  The 
Louis  fell,  it  is  true,  from  7,000  to  5,3(K)  in  one  day,  and  to  4,800 
in  one  day  more,  but  it  soon  reacted  to  above  6,000.  If  it  was 
to  be  valued  in  Mandats  at  720,  there  would  merely  be  a  repeti- 
tion of  the  fiasco  of  June,  1795,  when  the  Convention,  unable  to 
stand  the  sale  of  the  biens  nationaux  at  two  or  three  years'  pur- 
chase, had  annulled  the  sales  retrospectively. 

To  add  to  the  distrust,  the  new  currency  when  it  came  out 
consisted  not  of  Mandats  but  of  "  promesses  de  mandats  "  (author- 
ised  March  19th).  **  Rescriptions ,"  or  Government  promises  to 
pay  cash,  were  already  in  circulation  at  an  enormous  discount, 
and  promises  to  pay  Mandats  could  not  be  expected  to  fare  better. 
Week  after  week,  month  after  month,  people  wondered  when  the 
Mandats  proper  were  coming.**  The  promesses  were  given  forced 
currency  and  could  be  used  to  pay  the  first  deposit  for  the  purchase 
of  land,  but  apparently  the  Government  could  not  sununon  up 
courage  to  assume  the  Uability  to  pay  land  on  demand.  Mean- 
while the  quotations  of  the  Mandats  fell  and  fell.  At  the  begin- 
ning of  April  they  were  worth  no  more  than  20  per  cent.,  at  the 
end  of  April  only  12,  at  the  end  of  May  they  fell  to  5,  recovered  to 
10  in  June,  and  fell  away  in  July  even  below  5."  Though  they 
were  given  forced  currency,  and  gold  and  silver  were  declared  no 
longer  "merchandise,"  the  Mandats  never  gained  the  same  accept- 
ance as  the  Assignats.     Whereas  the  Louis  d*or  was  quoted  in 

24  Voted  on  22nd  Ventoee  (March  12th,  1796),  see  MoniUur. 
26  Aulard. 

26  Aulard.    See  alio  Schedule  quoted  in  Supplement  to  Moniteur  of  October 
2nd,  1797  (lUh  Vend^miaire,   An.  VI.). 
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Assignats  on  the  Bourse,  it  was  never  quoted  in  Mandats;  the 
Mandate  were  quoted  in  terms  of  specie »  as  if  they  were  them- 
selves **  merchandise."  The  Assignats,  while  they  lasted,  really 
were  the  basis  of  the  money  of  account ;  as  fast  as  they  lost  ground 
the  metallic  standard  took  their  place,  and  a  new  network  of  debts 
and  accounts,  reckoned  in  coin,  came  into  being.  The  Mandats 
were  intended,  like  any  ordinary  issue  of  paper  money,  to  take  the 
place  of  coin,  but  no  trader  who  cared  for  his  business  would  take 
advantage  of  the  law  (March  23rd),  which  made  stipulations  for 
payment  otherwise  than  in  Mandats  unenforceable  in  the  Courts. 
There  remained  for  the  time  beitig  two  moneys  of  account,  one 
following  specie  and  the  other  Assignats,  the  two  being  linked 
together  by  the  daily  quotation  of  the  Louis  d*or.  But  even  the 
fixed  thirty  to  one  relation  between  the  Mandats  and  the  Assignats 
never  led  to  the  use  of  a  third  money  of  account  following  the 
Mandats. 

In  currency  questions  the  money  of  account  is  fundamental. 
The  difference  between  high  and  low  prices  is  in  itself  one  of 
nomenclature  only ;  it  only  acquires  importance  through  the  rela- 
tion of  prices  to  pre-existing  debts.  Even  rates  of  wages,  the 
observed  tendency  of  which  to  lag  behind  price  movements  is  one 
of  the  most  serious  evils  of  inflation,  are  only  a  particular  case  of 
debts  reckoned  in  the  money  of  account.  The  contract  of  service 
creates  a  debt  every  day  from  employer  to  employed,  and  the 
amount  of  the  debt  can  only  be  adjusted  to  a  change  in  the  pur- 
chasing power  of  the  monetary  unit  by  a  revision  of  the  contract. 
It  is  worthy  of  remark  that  so  long  as  the  Paris  workmen  were 
ordinarily  paid  in  Assignats,  there  were  no  complaints  of  unem- 
pk>yment ;  the  high  prices  (always  attributed  to  the  knavery  of 
speculators)  were  the  perpetual  grievance.  Early  in  1796  when 
the  Assignats  had  almost  entirely  given  way  to  specie,  unemploy- 
ment  becomes  one  of  the  chief  grounds  of  discontent.*^  But  if  wage 
contracts  were  not  easily  adapted  to  a  monetary  unit  which  depre- 
ciated by  half  every  two  or  three  months,  commercial  contracts 
were  thn>wn  into  a  worse  chaos  still. 

The  CJonvention  had  not  been  able  to  evade  this  question  alto- 
gether. In  August,  1796,  an  emergency  law  was  passed  suspend- 
ing  the  right  of  redeeming  or  commuting  annual  payments,  and 
prohibiting  debtors  from  paying  up  before  the  due  date.  The 
winding  up  of  the  Assignats  in  February,  1796,  necessitated  some 
sort  of  equitable  adjustment  of  contracts.  If  the  Mandats  were  to 
be  equal  to  specie,  and  debts  were  to  be  payable  in  this  new 

S7  AaUrd. 
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medium,  an  utterly  unfair  burden  would  be  placed  on  those  who 
had  contracted  during  the  depreciation  to  pay  in  Assignats.  If  a 
man  had  contracted  in  December,  1795,  to  pay  10,000  livres  in 
Assignats,  then  worth  about  50  livres  in  cash,  was  he  to  pay  10,000 
livres  in  Mandats  three  months  afterwards?  If  he  was  allowed  to 
pay  less,  what  was  to  be  paid  by  the  man  who  had  contracted  in 
December,  1794,  when  the  10,000  livres  were  worth  2,000,  or  in 
December,  1793,  when  they  were  worth  4,800?  A  law  was  passed, 
soon  after  that  authorising  the  issue  of  the  Mandats,  establishing 
a  statutory  scale  of  depreciation.  Every  debt  was  to  be  adjusted 
according  to  the  rate  appropriate  to  the  date  at  which  it  was  con- 
tracted. This  was  in  principle  a  concession  to  debtors,  and  by  way 
of  some, compensation  to  the  creditors  the  scale  did  not  at  any 
point  allow  the  full  degree  of  depreciation  which  had  actually  pre- 
vailed. Thus  in  March,  1795,  the  prescribed  rate  was  40  per 
cent.,  and  the  actual  value  of  the  Assignat  no  more  than  13'28. 
After  January,  1796,  il;  was  2  per  cent.,  and  the  actual  value  of 
the  Assignat  only  about  i  per  cent. 

The  collapse  of  the  promesses  de  mandats  raised  the  same 
problem  in  an  almost  more  acute  form,  since  the  fall  to  4  per  cent, 
was  accomplished  in  only  four  months.  In  July  it  was  decided 
that  the  Mandat  should  thenceforward  be  accepted  even  by  the 
Government  only  at  its  market  value,  which  was  to  be  periodically 
announced  officially.  At  last  a  law  of  February  4th,  1797,  demone- 
tised all  the  paper  money  remaining  in  circulation,  and  permitted 
the  Mandats  to  be  received  in  payment  of  taxes  and  of  instalments 
on  the  purchase  of  the  public  lands  at  1  per  cent,  of  their  nominal 
value. ^ 

The  adjustment  of  debts  was  not  finally  provided  for  till  the 
law  of  October  6th,  1797,  which  enacted  that  obligations  incurred 
between  January  1st,  1791,  and  Mersidor  29th,  IV.  (July  17th, 
1796),  should  be  reduced  to  their  value  in  metal,  according  to  a 
table  of  depreciation  scheduled  to  the  law.  This  differed  from 
the  law  passed  in  March,  1796,  when  the  Assignats  were  wound 
up,  in  that  it  took  the  metallic  value  and  no  more  as  the  basis  of 
the  debt. 

One  effect  of  the  failure  of  the  promesses  de  mandats  was  that 
a  large  quantity  of  Assignats  remained  in  circulation.  Aj^rently 
the  amount  in  circulation  at  any  one  time  never  actually  reached 
the  authorised  maximum  of  40  milliards.  The  highest  is  said  to 
have  been  32  milliards.  The  result  of  the  forced  loan  was  disap* 
pointing;    up   to    January,  1797,  only   6i    milliards    had   been 

28  Stourro,  II.,  p.  327. 
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received.*  A  considerable  proportion  of  the  Assignats  ought, 
therefore,  to  have  been  exchanged  for  promesdes  de  mandats  at  the 
ratio  of  30  to  1.  But  there  was  no  profit  in  doing  this,  and  much 
of  the  issue  remained  outstanding  till  the  general  demonetisation 
of  paper  money  in  February,  1797. 

The  end  of  the  Mandats  was  the  end  of  the  Revolutionary  paper 
money.  But  that  did  not  mean  that  the  Government  paid  cash. 
Contractors  received  '^ordonnances,'*  the  holders  of  rentes  received 
two-thirda  of  their  capital  in  "  bom  des  deux  tiers  mobilises  "  and 
interest  on  the  remaining  third  in  **  bons  d*arrirages  " ;  requisi- 
tions  for  the  army  were  paid  for  in  '^bons  de  requisitions,''  All 
these  were  obligations  to  pay  in  cash,  but  obligations  with  no 
definite  date  of  maturity.  Sometimes  by  corrupt  means  the 
holders  could  get  them  paid  on  grounds  of  "urgency."  Some- 
times they  had  to  wait.  Like  the  Assignats  and  Mandats,  these 
rnstruments  could  be  used  in  payment  for  the  biens  nationaux. 
Like  them  they  depreciated  (though  not  quite  to  the  same  extent). 
But  there  was  one  vital  difference ;  they  were  not  legal  tender, 
(kmtracts  were  made  exclusively  in  metallic  money,  and  the 
vagaries  of  Oovemment  finance  no  longer  deranged  the  money  ot 
account.  Thus  was  the  way  prepared,  amid  all  the  financial 
humiliations  of  the  Directorate,  for  the  sound  system  inaugurate 
by  Napoleon. 

Much  has  been  written  of  the  fallacies  itiherent  in  the  issue 
of  the  Assignats.  They  were  supposed  to  be  '*  based  "  on  the  public 
lands,  but  w^:e  not,  in  fact,  convertible  into  land  or  anything  else 
of  value.  There  was  no  definite  relation  between  the  total  value 
of  the  public  lands  and  the  total  amount  of  the  circulating  medium 
which  the  French  people  needed.  In  reality  the  sale  of  a  capital 
asset  like  land  is  as  much  limited  as  the  issue  of  loans  in  its  power 
of  attracting  bond-fide  savings  from  the  public.  The  failure  of 
Necker's  loans  in  1789  proved  that  surplus  savings  were  not  avail- 
able, the  ordinary  revenues  were  drying  up,  and  inflation  was  the 
sole  resource  remaining  for  providing  the  means  of  payment. 
While  the  history  of  the  Assignats  illustrates  almost  every  possible 
phase  in  the  abuse  of  paper  money,  the  period  of  their  decline  is 
in  some  ways  the  most  interesting  and  instructive.  It  is  almost 
unique  as  an  instance  of  the  currency  of  a  great  nation  gradually 
fading  away  into  nothing.  It  is  really  astonishing  that  the  agony 
should  have  been  so  much  prolonged.  How  did  it  come  about  that 
when  the  Assignat  fell  in  four  months  from  17  per  cent,  to 
3*38  per  cent,  of  its  value  people  still  went  on  using  it?    The 

»  Stoorm  II.,  p.  384. 
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Government,  of  course,  insisted  on  paying  in  paper,  but  how  was 
it  that  people  were  induced  to  accept  it  (apart  from  the  unfortun- 
ate  rentiers,  who  had  no  choice)?  Probably  the  explanation  is 
that  some  people  were  willing  to  speculate  on  the  Government 
being  induced  to  do  something  to  save  the  Assignats.  The 
Jacobins  always  remained  faithful  to  the  currency  of  the  Bevolu- 
tion.  Ordinary  political  leaders  are  fairly  free  to  change  their 
minds,  and  nobody  blames  them  much  for  dropping  a  policy  for 
which  they  have  striven  in  the  past.  But  a  faction  which  has 
enforced  its  policy  by  bloodshed  cannot  so  easily  disavow  its  past. 
To  admit  that  all  or  any  of  the  causes  for  which  20,000  men  and 
women  were  done  to  death  was  wrong  is  to  assume  too  great  a 
burden  of  guilt.  The  Jacobin  leaders  probably  did  not  like  being 
called  *' drinkers  of  blood  *'  by  their  opponents,  and  this  was  an 
unpleasantly  effective  political  cry.  To  retain  their  self-respect 
they  were  impelled  to  contend  that  what  they  had  dcme  had  been 
really  necessary,  that  the  measures  taken  during  the  Terror  had 
saved  the  Republic,  and  that  any  evils  that  bad  followed  were  due 
rather  to  the  weakness  of  their  successors  than  to  their  own  errors. 
From  the  obduracy  so  thrust  upon  them  sprang  that  loyalty  of  the 
Jacobins  to  the  Assignats  which  gave  hope  to  the  speculators.  The 
rentiers,  contractors,  Government  servants,  and  others  who  were 
paid  in  Assignats  would  not  keep  them  longer  than  necessary ;  even 
a  week's  delay  might  cause  a  perceptible  loss.  On  the  Bourse  and 
at  the  bucket-shops  of  the  Jardin  Egalit^  those  who  were  in  haste 
to  rid  themselves  of  this  tainted  paper  could  deal  with  the  specu- 
lators, who  were  prepared  to  buy  it  up  on  the  chance  of  political 
favours  from  the  Jacobins.  The  outcry  against  speculators  was 
incessant  and  intense.  But  it  was  only  the  speculators  who  gave 
any  support  at  all  to  the  Assignats,  when  everyone  else  was  dis- 
crediting them  by  spending  them  the  moment  they  were  received. 

The  Jacobins  made  more  than  one  effort  to  justify  the  specu- 
lators* hopes.  The  ephemeral  decree  of  June,  1796,  tar  the  sale 
of  lands  at  seventy-five  years'  purchase  of  the  value  of  1790  was 
one  example ;  the  exchange  of  Assignats  for  Mandats  at  the  ratio 
of  one  to  thirty  was  another. 

We  have  seen  how  the  aggregate  metallic  value  of  the  Assig- 
nats in  circulation  shrank.  From  1,600  millions  in  November, 
1794,  it  had  dwindled  a  year  later  to  160  millions,  and  at  the  end 
was  hardly  100  millions.  Even  of  this  reduced  total  the  greater 
part  had  probably  by  that  time  found  its  way  into  speculative  hoia- 
ings,  so  that  the  quantity  kept  for  currency  purposes  must  have 
been  very  small.  B.  G.  Hawtrby 
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A  Levy  on  Capital,    By  F.  W.  Pethick  Lawrence.    (London  : 
George  Allen  and  Unwin.    8vo.   94  pp.    Price  2s.  6d.  net.) 

This  is  a  crisp  and  clear  statement  of  the  case  for  a  levy  on 
capital.  In  spirit  and  treatment  it  closely  resembles  Professor 
Pigou's  article  in  the.  Economic  Journal  for  June  last,  though 
there  are  differences  of  figures  and  of  detail  which  cannot  be 
brushed  aside  as  unimportant.  The  conclusion  is  that  **with  the 
exception  of  the  rentiers  and  the  very  rich  the  levy  will  bring 
about  a  distinct  improvement  in  their  net  incomes."  By  rentiers 
are  meant  those  with  a  capital  of  £50,000  or  upwards  yielding 
interest  presumably  at  5  per  cent. 

Assuming  the  State  debt  after  the  war  to  be  £6,000  millions 
net,  it  is  claimed  that  this  could  be  wiped  out  by  a  levy  which 
at  a  flat  rate  would  be  38  per  cent.  A  scale  is  drawn  up  graduated 
from  small  beginnings  to  62  per  cent,  on  millionaires.  By  **  capi- 
tal **  is  meant  material  property,  including  jewellery,  furniture, 
clothing,  &c.,  but  not  the  capitalised  value  of  earned  income.  In 
other  words,  brain  capital  and  muscle  power  would  not  be  brought 
under  the  levy.  A  hypothetical  post- war  Budget  is  framed.  The 
annual  expenditure  is  estimated  at  £750  millions,  and  it  is  main- 
tained that  to  balance  the  Budget  we  shall,  on  the  basis  of  exist- 
ing taxation,  need  an  income-tax  of  7s,  6d.  in  the  £  on  unearned 
income,  with  doubled  death  duties  and  a  supertax  increased  in 
proportion.  After  the  levy  the  income-tax  could  be  reduced  from 
7s.  6d.  to  3*.  6d.  A  smaller  levy  would,  of  course,  give  lesa  relief 
to  income-tax.  But  it  is  suggested  by  other  advocates  of  the  levy 
that  if  half-measures  prove  satisfactory  there  will  be  a  strong  case 
for  whole  measures. 

If.  as  Mr.  Lawrence  thinks,  an  internal  debt  is  no  burden  upon 
the  community — which  in  <me  sense  of  the  word  "burden  *'  is  a 
truism  and  in  another  sense  untarue— why  is  it  essential  to  pay  it 
off  at  once  by  a  colossal  levy?  Impatience  of  debt  is  a  healthy 
sentiment ;  and  after  the  war  the  reduction  of  national  debt  will  be 
the  plain  duty  of  statesmen.  But  the  question  how  fast  and  by 
what  methods  the  debt  is  to  be  reduced  is  one  of  expediency  which 
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must  depend  upon  our  financial  position,  our  needs,  and  our 
resources,  not  yet  to  be  forecAst  with  precision.  The  debt  charge 
will  be  heavy,  war  pensions  will  be  considerable,  the  housing 
problem  will  be  expensive,  the  cost  of  clearing  up,  of  making  good 
depreci)3ktion,  and  of  getting  into  working  order  generally  will  offer 
serious  problems  to  Government  and  to  business  men.  What  will 
be  the  capital  and  the  aggregate  income  of  the  community  when 
peace  comes,  what  its  distribution,  what  the  course  of  prices  and 
the  state  of  credit  and  business?  What  is  the  incidence  of  taxa- 
tion on  its  present  basis,  and  what  are  its  defects?  All  these  are 
essential  considerations,  not  to  be  airily  dismissed  as  mere  details 
which  do  not  affect  the  argument. 

It  is  urged  that  without  a  levy  on  capital  we  must  have  a 
erushing  income-tax,  inimiical  to  production  and  to  saving,  that 
the  income-tax  has  its  anomalies  and  injustices,  and  that  accumu- 
lated wealth  must  come  to  the  rescue.  Moreover,  *' speaking 
broadly,  the  distribution  of  wealth  will  be  still  more  unequal  when 
the  war  ceases  than  it  was  when  it  began,  for  the  small  number 
of  rich  men  will  retaib  most  of  what  they  had  before,  and  in  addi- 
tion will  have  added  the  right  to  participate,  because  of  their  hold- 
ings of  Wm*  Loan  ...  in  a  great  part  of  the  wealth  which  future 
generations  will  create."  This  last  statement  aeems  to  be  against 
the  weight  of  evidence.  Without  going  so  far  as  to  say  that 
"speaking  broadly  "  the  war  has  made  the  rich  poorer  and  the 
poor  richer,  we  must  at  least  demur  to  the  suggestion  that  an 
investor  in  War  Loan  does  more  than  convert  from  one  form  to 
another — and  not  always  a  more  lucrative  form — ^bis  right  (or 
power)  to  participate  in  future  wealth. 

It  may  be  conceded  that  property  must  be  taxed  as  well  as 
income,  and  this  is  already,  though  somewhat  cafuiciously,  done 
by  the  death  duties.  Be  the  distribution  of  wealth  what  it  may, 
there  is  nothing  illogical  or  unprincipled  in  resorting  to  the  fund 
as  well  as  to  the  flow  of  wealth  to  meet  the  needs  of  the  State ; 
but  the  balance  must  be  held  between  the  net  advantages  of  taking 
more  or  less,  and  the  distribution  must  be  fair.  These  are  the 
weak  points  of  the  proposals.  What  is  wise  and  what  is  fair  needs 
further  discussion. 

Limits  of  space  preclude  such  a  discussion  in  this  notice. 
Assuming  that  we  have  a  scheme  for  the  simplificatioD  and 
reform  of  the  income-tax,  a  inroposal  tor  the  valuation  and  taxa- 
tion of  capital  as  such,  framed  after  a  study  of  Dutch  and  other 
precedents  and  an  estimate  of  receipts  and  expenditure  on  the 
basis  of  present  taxation,  shall  we  be  forced  to  the  conclusion  that 
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a  levy  on  capital  on  "heroic"  lines  is  the  only  practicable  course? 
The  cost  of  housing  is  estimated  by  Lord  Selborne's  Committee 
at  100  millions  sterling  for  England  and  Wales  alone,  and  the 
needs  of  Scotland  and  Ireland  are  stated  to  be  still  more  urgent. 
Mr.  Leslie  Scott,  one  of  the  Committee,  thinks  the  sum  mentioned 
will  provide  at  most  for  rural  housing  south  of  the  Tweed.  But 
this  expenditure  will  yield  some  revenue,  possibly  enough  to  cover 
the  cost.  War  pensions,  which  will  chiefly  benefit  the  poor  at  the 
expense  of  the  rich,  will  be  a  diminishing  charge,  and  so  long  as 
they  exist  will  affect  the  alleged  altered  distribution  of  wealth.  A 
statement  of  the  total  wealth  and  income  of  the  population  and 
the  distribution  of  these  resources,  together  with  an  estimate  of 
the  incidence  of  present  taxation,  will  make  it  possible  to  envisage 
the  fairness  of  present  and  future  taxation.  A  tax  upon  property, 
as  such,  sufficient  to  redeem  year  by  year  50,  or  100,  or  200  millions 
of  debt  is  surely  preferable  to  an  additional  tax  of  6,000  millions 
at  one  stroke.  I  am  asked  to  pay  £100  to  the  State  forthwith 
because  I  have  certain  furniture,  books,  pictures,  clothing,  etc. 
Why?  Because  the  State  is  thereby  relieved  of  the  necessity  to 
find  £5  a  year  for  the  fundholder.  But  if  I  say  "  Be  content. 
Take  jE6  or  £S  or  £10  a  year  instead  of  a  lump  sum  of  £100," 
it  is  clearly  good  business  for  the  State  to  accept  the  annual  pay- 
ment. Time  is  money.  To  give  the  taxpayer  time  may  help  him 
without  detriment  to  national  finance.  Modem  life  and  modem 
business  are  very  complex  affairs.  To  thrust  the  big  indiscriminate 
hand  of  Government  into  this  delicate  machinery  with  a  demand 
for  enormous  sums  at  a  time  when  we  are  being  bled  white  is  a 
hazardous  procedure.  The  placards  which  tell  us  "  It's  safe  "  in 
War  Loan  will  provoke  cynical  comment  if  the  public  feel  that 
"  It's  safer  "  in  a  stocking  or  buried  in  the  garden.  "  Never 
again  "  is  an  easy  assurance,  but  history  shows  how  dangerous  a 
thing  it  is  to  make  the  taxpayer  afraid  to  disclose  his  wealth.  If 
the  plea  for  an  enormous  levy  led  to  a  secretion  of  money,  its  con- 
sequences might  be  so  serious  as  to  require  another  chapter  in  the 
next  edition  of  this  work.    The  probable  reactions  of  various  kinds 

have  not  yet  been  adequately  faced. 

Hbnby  Hiqqs 

The  Economic  Causes  of  War,    By  Achille  Loeia.    Translated 
by  John  Leslie  Garneb.    (Chicago  :  Kerr.    1918.    Pp.  188.) 

The  first  edition  of  this  book  was  published  in  1912  under  the 
title  Les  Bases  Economiques  de  la  Justice  Internationale.  It  was 
reviewed  by  Mr.  Norman  Angell  in  the  Economic  Joubnal,  1913. 
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A  further  notice  is  now  called  for  by  the  addition  of  a  substantial 
supplement  on  The  Lessons  of  the  Great  War.  The  translator  has 
adopted  a  title  appropriate  to  the  present  form  of  the  work.  In- 
deed, l;he  original  title  was  not  well  adapted  even  to  the  first 
edition .  The  contents  would  have  been  better  indicated  by  the 
title  which  Mr.  Norman  Angell  suggested  :  The  Operation  of 
Economic  Factors  in  the  Evolution  of  International  Society,  In 
that  evolution  as  conceived  by  Professor  Loria  there  are  three 
stages.  First,  economic  relations  give  rise  to  international  law. 
At  a  later  stage  international  law  breaks  down  under  the  strain 
of  opposed  interests ;  and  still  later  it  is  rebuilt  by  economic  in- 
fluences. It  is  with  the  second  and  third  stages  that  we  are  here 
concerned.  The  newly  added  supplement  purports  to  be  a  verifi- 
cation of  certain  generalisations  relating  to  those  stages. 

The  thesis  that  wars  are  wholly  due  to  economic  causes  has 
one  of  its  ablest  advocates  in  Professor  Loria.  It  is  impossible 
within  our  limits  to  do  justice  to  the  learning  with  which  he 
supports  this  thesis.  It  must  suffice  to  cite  some  of  the  instances 
on  which  he  relies.  **  Most  of  the  wars  of  Athens  were  caused 
by  the  necessity  of  securing  additional  lands."  "  In  Bome  the 
Third  Punic  War  was  merely  a  revolt  of  Latin  property,  deter- 
mined to  repair  its  diminished  revenues."  "  The  sole  purpose  of 
the  Crusades  was  to  increase  the  income  of  European  feudal  lords 
at  the  expense  of  the  Syrian  or  Oriental  revenue."  "  The  strug- 
gles of  Pisa  and  Florence,  the  Italian  wars  of  the  fifteenth  and  six- 
teenth centuries,  were  due  to  economic  causes."  "  Holland's 
struggle  for  independence  against  Spain  was  in  reality  simply  a 
privateering  war  on  the  Spanisfi  merchant  marine  and  the  His- 
pano-American  colonial  trade.*"  ''  The  war  of  England  against 
Napoleon  was  merely  a  reaction  against  the  Napoleonic  con- 
quests, which  threatened  British  commerce."  If  the  adverb  "  sim- 
ply "  and  its  equivalents  were  omitted,  these  propositions  would 
appear  less  simpUste. 

As  the  ancients  attributed  destruction  and  preservation  to  the 
same  Power,  so  Professor  Loria  teaches  that  economic  action, 
which  at  one  stage  is  the  sole  cause  of  war,  tends,  at  another  stage, 
in  various  ways  to  establish  peace.  One  way  is  presented  by  the 
analogy  between  industrial  and  international  disputes.  Workmen 
will  accept  an  arbitrated  decision  even  when  it  grsunts  them  an 
increase  of  wages  less  than  what  they  might  have  secured  by 
fighting,  less  by  an  amount  less  than  the  cost  of  fighting.  Similarly 
"  if  the  demands  of  the  stronger  State  are  represented  by  1,000, 
f^nd  it  appears  to  be  in  a  position  to  obtain  this  by  means  of  a  war 
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whose  cost  may  be  represented  by  100,  the  arbitrators  must  allow 
him  (sic)  900  4- d;  but  if  the  cost  of  the  war  would  be  300 
(we  omit  some  decimals)  the  arbitrators  may  grant  him  700  -i-  d 
without  any  fear  that  the  stronger  State  will  reject  the  arbitrated 
award."  Whence  it  follows  that  with  the  increasing  cost  of  war 
the  concession  which  must  be  made  to  force  becomes  smaller. 
The  "  zone  of  arbitration,"  in  Professor  Pigou*s  phrase,  becomes 
smaller.  Professor  Loria  has  expressed  with  great  clearness  a  con- 
ception which  Professor  Pigou  had  introduced  (in  his  Industrial 
Peace,  1905)  in  a  mathematical  form.  The  conception  has  been 
employed  by  the  present  writer  (in  1915)  without  acknowledge- 
ment, Because  without  knowledge,  of  Professor  Loria*8  work.  We 
have  not  space  to  quote  the  passages  which  show  that  Professor 
Loria  has  a  just  sense  of  the  differences  as  well  as  of  the  similarities 
between  industrial  and  international  disputes.  (See  bis  pages 
151,152,154,157.) 

Among  other  ways  in  which  economic  influences  tend  to  mini- 
mise war  the  "  intemationalisation  of  the  Labour  movement "  is 
emphasised.  There  will  arise  among  workmen  of  different  nations 
"  a  solidarity  which  will  constitute  the  strongest  guarantee  for 
international  peace."  But  the  author  does  not  predict  the  total 
cessation  of  war — at  least,  while  the  present  capitalistic  system, 
with  its  so-called  "forced  association  of  labour"  (pp.  132,  162, 
179),  perniciously  persists. 

Such  are  some  of  the  generalisations  which  it  is  the  purport 
of  the  new  supplement  to  test.  As  to  the  economic  origin  of 
war,  the  writer  finds  that  the  statements  made  by  him  in  1912 
have  been  confirmed  by  subsequent  events.  The  Balkan  war 
was  fomented  by  foreign  manufacturers  of  armaments.  "  Serbian 
pork,  Bulgarian  wheat,  and  Greek  commerce  were  the  factors 
underlying  the  great  and  so-called  religious  movement  against  the 
Moslem."  As  to  the  European  war,  **  the  desire  to  find  a  lucrative 
employment  for  capital  in  new  countries  was  the  real  underlying 
cause  of  the  horrible  conflagration,"  as  pointed  out  by  The 
Economist  (November,  1915).  The  testimony  of  Mr.  Brailsford, 
of  Pope  Pius  X.,  and  other  authorities  to  the  same  effect  is  cited. 
The  author  appears  to  attribute  economic  motives  to  the  belli- 
gerents on  both  sides  indiscriminately.  He  wrote  his  Supplement 
before  the  Americans  came  into  the  war,  otherwise  be  would 
probably  have  adduced  the  Crusaders  of  the  twentieth  century  as 
verifying  his  thesis  :  the  sole  motive  for  their  intervention  the 
desire  for  wealth !  But  perhaps  the  thesis  does  not  imply  that 
all  parties  to  a  war  on  both  sides  are  actuated  solely  by  econc^c 
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motives.    We  think  that  this  implication,  if  not  intended,  should 
have  been  more  explicitly  disowned. 

With  regard  to  the  deterrent  effect  of  anticipated  cost.  Professor 
Loria  dwells  on  the  fact  that  the  cost  of  the  war  has  far  exceeded 
the  expectations  of  M.  Bloch  and  other  prophets.  Yet,  contrary 
to  their  expectations,  the  warring  nations  have  not  been  soon  ex- 
hausted. The  enormous  cost  is,  indeed,  such  as  not  to  afford  much 
prospect  of  "  net  gain  "  to  belligerents,  even  if  victorious,  in  future 
wars.  Yet  we  may  suggest  that  the  difficulty  of  prediction 
evidenced  by  the  anticipations  about  the  present  war  is  favourable 
to  the  spirit  6t  gambling  rather  than  the  cool  calculations  of 
economic  men. 

How  about  the  solidarity  between  workmen  of  different  nations 
as  a  guarantee  for  peace !  What  of  the  German  Socialists  en- 
thusiastically voting  mili?ary  credits,  eagerly  supporting  a  war 
of  conquest !  "  The  refutation  of  the  theory,"  replies  our  author, 
"  is  merely  one  in  appearance.  For  a  long  time  the  Socialist  party 
in  Germany — the  same,  moreover,  as  in  other  countries — has  been 
anything  but  an  expression  of  the  wishes  and  interests  of  the 
proletariat ;  it  has  become  the  fief  of  certain  party  leaders,  .  .  . 
in  other  words,  of  a  dissatisfied  clique  of  the  bourgeoisie  who  are 
adepts  in  securing  snug  incomes  for  themselves  at  the  expense  of 
their  flocks."  ..."  Projects  for  perpetual  peace  will  be  un- 
realisable  Utopias  until  the  artificial  democracy  by  which  we  are 
ruled  is  replaced  by  a  true  democracy,  an  actual  government  by 
the  people.  ...  If  the  sceptre  had  passed  to  the  costermongers, 
to  the  peasants,  to  the  market  women,  we  would  have  been  spared 
this  brutal  carnage."  So  the  Bolsheviks  seem  to  have  thought. 
Are  they  a  "  true  democracy  "  ? 

F.  Y.  Edobworth 


Labour  and  Capital  After  the  War,  By  various  writers.  Edited 
by  S.  J.  Chapman.  (London :  John  Murray.  1918. 
Pp.  X  +  280.    Price  6*.  net.) 

Yet  another  "  af ter-the-war  "  book  !  Philanthropy,  like  every 
other  interest,  including  religion,  is  profiteering — trying  to  grab 
what  it  can  during  the  war  and  resolved  to  hold  as  much  as 
possible  of  what  it  has  grabbed  after  the  war  is  over.  The  writers 
of  the  present  book  are  like  all  the  rest :  each  of  them  finds  his 
former  opinions  greatly  confirmed  by  the  experience  of  the  war, 
and  has  a  cheerful  beUef  that  whatever  evil  legacies  the  war  may 
leave  in  other  directions,  it  \^ill  do  good  in  promoting  or  even 
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enforcing  the  adoption  of  his  own  particular  views  of  what  ought 
to  be  done.  The  Bishop  of  Birmingham  thinks  "  England  had 
got  somewhat  out  of  hand  before  the  war.  She  is  now,  on  the 
whole,  Uving  in  accordance  with  the  requirements  of  a  wholesome 
life,  in  which  each  " — with  a  ration  book? — "  tries  to  secure  what 
is  necessary,  not  only  for  himself,  but  for  others.  This  must 
continue."  Mr.  Clyne^  says:  "All  the  principal  functions  of 
trade  organisations  must  be  retained  by  them.  Neither  in  import- 
ance, in  service,  nor  in  freedom  to  act,  must  Trade  Union  autho- 
rity be  diminished."  Lord  Leverhulme  believes  that  "  The  worst 
motive  a  human  being  can  be  actuated  by,  even  from  bis  own 
mere  selfish  point  of  view,  is  selfishness,  whilst  one  of  the  highest 
motives,  and  certainly  a  heaven-inspired  motive,  is  that  of 
enlightened  self-interest.  Under  the  elevating  influence  of 
enlightened  self-interest.  Capital  and  Labour,  employer  and  em- 
ployee, can  be  combined  as  co-partners  to  make  efficiency  and 
higher  production  a  stepping-stone  to  greater  comfort  and  happi- 
ness." And  so  on.  We  may  wonder  whether,  after  all,  the  great 
problem  of  the  future  will  be  the  relaticHis  of  Capital  and  Labour. 
May  it  not  rather  be  the  relations  between  Debtor  and  Creditor, 
or,  rather,  between  those  with  fixed  money  incomes  from  property 
and  those  with  variable  incomes?  The  various  belligerent  States 
have  abandoned  the  gold  standard  in  favour  of  paper  standards 
which  circumstances  lead — they  say  compel — them  to  keep  on 
depreciating  by  over-issue.  Each  of  the  currencies  is  depreciated 
in  gold,  and  gold  itself  is  greatly  depreciated  by  its  disuse  as 
currency.  The  States  buy  commodities  and  services  at  enormously 
enhanced  rates,  and,  borrowing  for  the  purpose,  bind  themselves 
to  pay  annual  interest  in  pounds,  francs,  marks,  dollars,  and  the 
rest.  General  wages  and  prices  have  risen  to  levels  corresponding 
with  the  depreciation,  and  many  of  the  increases  have  with  amaz- 
ing folly  been  adopted  in  legislative  enactments  intended  to 
govern  the  future.  Will  not  the  really  great  economic  question 
be  what  the  pounds,  francs,  and  the  rest  are  to  be  worth  after  the 
war?  The  interest  of  the  States,  considered  as  Government 
machines,  will  be  in  favour  of  keeping  down  the  value  of  these 
monetary  units  or  lowering  it  still  further,  inasmuch  as  the  pre- 
dominant function  of  government  will  be  the  collection  of  money 
to  pay  the  State  creditors  with,  and  it  is  clearly  much  easier  to 
collect  any  given  sum  in  taxes  if  the  unit  in  which  the  sum  is 
reckoned  is  of  small  value.  Against  this  will  be  arrayed  the 
holders  of  national  obligations,  reinforced  by  the  whole  body  of 
other  rentiers  in  the  strict  sense,  holders  of  debentures,  preference 
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Btocks,  chief  rents,  and  such-like  things  which  cannot  possibly 
benefit  by  high  prices,  and  by  a  contingent  of  workers  and  pen- 
sioners and  workers  whose  incomes  are  more  or  less  difficult  to 
move.  Who  will  say  with  certainty  what  the  result  of  the  con- 
flict will  be,  or  whether,  when  the  depreciators  have  won,  they 
may  not  in  the  end  throw  away  their  success  by  over-issuing  to 
that  excess  which  leads  to  the  non-acceptdnce  of  the  issue  and  a 
consequent  fresh  start?  Anyway,  it  is  certain  that  there  will  be 
a  period  in  which  the  value  of  the  monetary  unit  will  not  have 
even  the  moderate  amount  of  stability  which  it  had  before  the 
war.  This  lends  additional  interest  to  the  Editor's  proposal  for 
arrangements  under  which  reconsideration  of  wage-rates  fixed  by 
collective  bargaining  or  other  organised  methods  would  take  place 
as  a  matter  of  course  at  definite  periodical  intervals,  so  as  to 
avoid  the  friction  caused  when  reconsideration  can  only  occur  on 
the  demand  of  one  party,  which  is  consequently  regarded  by  the 
other  party  as  opening  hostilities.  If  the  standard  of  value  is  to 
shift  about  more  than  ever,  this  scheme  might  be  useful  because  it 
would  not  only  make  the  wages  of  each  industry  vary  with  the 
prosperity  of  that  particular  industry,  but  would  also  adjust  wages 
generally  to  changes  in  the  value  of  the  monetary  unit,  commonly 
called  changes  in  the  cost  of  living.  It  would,  of  course,  require 
the  abandonment  of  the  pernicious  practice  of  endeavouring  to 
settle  wages  for  long  periods  into  the  future  which  inevitably 
leads  to  disputes  embittered  by  allegations  of  bad  faith. 

Edwin  Cannan 


The  Economics  of  Progress.  By  the  Bight  Hon.  J.  M. 
BoBBRTSON.  (London:  Fisher  Unwin.  1918.  Pp.  ix  + 
298.     Price  12s,  6d.) 

This  book  consists  in  the  main  of  lectures  delivered  to  the 
Political  and  Economic  Circle  of  the  National  Liberal  Club  in 
October-December,  1917,  and  has  the  defects  which  might  be 
expected  from  such  an  origin,  being  neither  suitable  for  the  purely 
practical  uninstructed  citizen  who  never  heard  of  Bicardo  and 
Marshall,  nor  for  the  modern  student  who  is  left  quite  cold  by 
Jevons'  attack  .upon  and  Marshall's  apology  for  Bicardo — an 
apology  which  Mr.  Bobertson  in  the  robustness  of  his  faith  treats 
as  another  attack. 

In  the  preface  and  here  and  there  in  the  body  of  the  book  Mr. 
Bobertson  tries  to  resuscitate  the  doctrine  which  he  rashly  taught 
in  1892  in  his  Fallacy  of  Saving.    At  that  time  it  may  have  been 
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almost  excusable  to  be  driven  by  reaction  against  the  Smitbian 
'doctrine  of  capital  setting  industry  into  motion  (J.  S.  Mill's 
"  industry  is  limited  by  capital ")  to  the  equally  wrong  doctrine 
that  accumulation  of  capital  takes  away  employment.  But  the 
Smitbian  doctrine  has  long  ceased  to  find  any  place  in  economic 
teaching.  It  is  recognised  that  the  amount  of  employment  is 
•altogether  independent  of  the  amount  of  capital,  that  the  workers 
use  tools  and  stocks  instead  of  being  put  in  motion  by  them.  So 
that  there  is  no  longer  any  excuse  for  advancing  the  wholly  un- 
tenable proposition  that  much  saving  means  "  under-consumption 
and  consequent  unemployment"  (p.  255).  No  doubt  sharp 
changes  in  demand  may  cause  unemploymen-t,  but  to  suppose 
that  there  will  be  less  employment  because  people  demand  fac- 
tories and  houses  instead  of  beer  and  cinematograph  exhibitions 
indicates  considerable  detachment  from  the  progress  of  economics. 

We  may  doubt  whether  Mr.  Eobertson  is  altogether  sound  <m 
some  other  fundamental  parts  of  economic  theory.  Suspicion 
is  excited  by  his  complaint  on  pp.  78  and  79  that  the  census  of 
production  shows  that  "  large  numbers  of  workers  who  would  be 
classed  without  question  as  *  productive '  create  wealth  only  a 
very  little  in  excess  of  their  own  earnings."  The  excess  of 
product  over  earnings  is  rent  and  interest,  and  why  should  there 
not  be  large  numbers  of  workers  engaged  in  kinds  of  production 
in  which  labour  plays  a  very  large  part  in  comparison  with  land 
and  capital?  We  read  on,  hoping  that  we  have  been  uncharitable, 
till  we  reach  p.  109»  where  we  find  :  "  It  is  now  recognised  that 
Ricardo  was  perfectly  right  in  saying  that  labour's  increased 
share,  as  wages,  is  gained  from  profit's  share — that  is,  from  the 
rate  of  {Mrofit ;  the  rate  of  profit  per  unit  of  production  having  un- 
doubtedly decreased  even  while  the  totaUty  of  profit  increases  with 
the  increased  application  of  capital."  Is  "  labour's  share  "  here 
an  amount  or  a  proportion,  and  is  *'  labour  "  workers  in  the  aggre- 
gate, so  that  the  share  of  labour  is  the  total  income  of  all  labourers 
taken  together,  or  is  it  wages  in  the  ordinary  sense — earnings  per 
man?  And  bow  can  wages  in  any  reasonable  interpretation  of 
the  term  gain  at  the  expense  of  a  rate  of  profit — a  percentage? 
'And  what  is  the  *'  unit  of  production "  ?  The  passage  smells 
rankly  of  the  old  confusion  between  the  rate  of  profit — ^the  per- 
centage obtained  on  capital — and  the  proportion  of  produce  falling 
to  the  capitalist. 

Mr.  Robertson  strongly  deprecates  alarm  at  the  diminution 
of  natality.  It  is  doubtful  if  he  recognises  how  enormous  is  the 
reduction  of  natality  involved  in  the  fact  Uiat  the  absolute  nunaber 
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of  births  in  England  in  the  four  years  before  they  were  cut  down 
by  the  war  (1911-14)  was  actually  less  than  it  was  in  the  four 
years  1876-9.  He  argues  that  alarm  is  unnecessary  because  the 
diminution  is  counterbalanced  by  the  reduction  in  child  mortality. 
A  table  on  p.  271  shows  the  reduction  in  the  absolute  number  of 
births  in  1906-10  as  compared  with  1901-5  to  have  been  more 
than  counterbalanced  by  the  reduction  in  infantile  mortality,  so 
that  though  fewer  were  bom,  4,000  per  annum  more  reached  the 
age  of  twelve  months.  But  if  the  next  four  years  had  been  added, 
as  they  might  have  been  without  entering  on  the  war  period,  cor- 
responding figures  would  have  shown  this  trifling  margin  swept 
away  and  replaced  by  an  adverse  balance.  A  few  pages  further  on 
an  even  more  unhappy  attempt  is  made  to  show  that  diminution 
of  births  is  much  more  than  balanced  by  reduction  of  mortality 
under  the  age  of  five.  The  author  says  :  "  Because  the  annual 
number  of  births  fell  from  948,000  in  1903  to  872,000  m  1913  "— 
obviously  a  slip  for  1912 — *'  the  Board  of  Education  announced, 
on  April  10th,  1913,  that  despite  the  great  fall  in  the  death-rate, 
'  there  is  no  such  diminution  in  the  child  mortality  as  would 
counterbalance  the  effect  of  the  diminution  in  the  birth-rate.'  *' 
He  denies  this  flatly,  but  instead  of  considering  the  actual  decline 
of  child  mcMiality  which  had  taken  place,  he  expects  to  disprove 
the  Board's  statement  by  quoting  estimates  of  the  nuipbers  of 
children  of  five  years  old  alive  on  April  1st  in  1903  and  1913  as 
respectively  704,896  and  767,987,  which  would  be  very  telling  if 
only  the  704,8%  were  the  survivors  of  the  948,000  babies  of  1903 
(instead  of  being,  as  they  were,  the  survivors  of  918, OCX)  babies  of 
1897-8),  and  the  767,987  had  been  the  survivors  of  the  872,000 
babies  of  1912  (instead  of  being,  as  they  were,  the  survivors  of 
929,000  babies  in  1907-8).  He  cannot  have  asked  himself  the 
simple  arithmetical  question  what  decline  of  mortality  would  be 
required  in  order  to  provide  even  the  same  number  of  survivors 
from  872,000  as  from  948,000,  to  say  nothing  of  increasing  them 
from  704,896  to  767,987.  If  there  are  705  survivors  left  out  of 
948,  the  loss  is  253  per  thousand  :  to  leave  as  many  as  that  out  of 
872  the  loss  must  drop  to  192  per  thousand,  and  to  leave  768  out 
of  872  it  must  drop  to  119  per  thousand.  Moreover,  supposing 
the  diminution  of  births  has  been  ccHnpensated  by  diminution  of 
child  mortality,  what  answer  is  that  to  those  who  are  alarmed  at 
the  tendency  of  natality  to  decline  ?  Diminution  of  child  mortality 
cannot  possibly  cope  in  the  tong  run  with  a  decline  of  natality 
proceeding  at  a  unifcMm  rate.  The  possibiUty  of  counter- 
ing    a    decline    of    births    by     a    reduction    of    child    mor- 
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tality  obviously  diminishes  as  the  child  mortality  falls. 
When  the  child  mortality  is  600  per  thousand,  a  fall  of  10  per  cent, 
in  the  births  can  be  met  by  a  fall  of  child  mortality  to  444  per 
thousand,  which  looks  possible  enough ;  but  when  five  more  suc- 
cessive reductions  of  10  per  cent,  in  the  births  have  taken  place 
the  possibility  of  countering  is  exhausted,  as  the  entire  disappear- 
ance of  the  child  mortality  will  not  meet  a  further  10  per  cent, 
reduction.  Alarm  may  be  unnecessary,  because  of  the  high  pro- 
bability that  when  population  becomes  nearly  stationary  natality 
will  cease  to  fall,  or  will  rise  if  that  is  then  necessary  in  order  to 
keep  populatibn  from  serious  decline.  But  the  alarm  cannot  be 
allayed  by  Mr.  Robertson's  method. 

Edwin  Cannan 


Die  Geldvermehrung  im  Wellkrkge  und  die  Beseitigung  ihrer  FoU 
gen.  By  Robert  Liepmann.  (Stuttgart  and  Berlin : 
Deutsche  Verlags-Anstalt.     1918.    Pp.  199.) 

Op  late  there  has  arisen  in  the  Central  Empires  a  school  of 
economic  thought  which  preaches  that  the  gold  standard  is  un- 
necessary and  that  a  paper  currency  need  have  no  gold  cover.  Of 
that  school  Professor  Liefmann  is  the  prophet,  and  his  book,  pub- 
lished in  1916,  on  Money  and  Gold  purports  to  furnish  the  scien- 
tific basis  of  the  new  doctrines.  In  his  latest  publication  he  con- 
siders the  problem  of  inflation,  and  he  claims  to  be  the  first  writer 
who  (1)  has  urged  as  a  matter  of  the  most  vital  necessity  for 
Germany's  economic  recovery  the  reduction  of  prices  to  their 
I^re-war  level,  and  (2)  has  shown  that  the  existing  high  prices  in 
Oermany  are  among  the  principal  causes  which  have  produced 
the  present  decline  of  the  mark  exchange. 

ProfesscMT  Liefmann  has  nothing  very  new  or  very  startling  to 
say  about  inflation.  His  main  thesis  is  that  notes  require  no  gold 
cover ;  they  may  be  equally  well  covered  "  by  staple  raw  materials, 
of  which  it  would  be  well  to  have  considerable  stocks  laid  up  in 
case  war  broke  out— e.g.,  copper,  nickel,  cotton,  and  so  forth," 
and  continues :  "  It  is  not  by  any  means  an  unsound  principle 
to  issue  bank  notes  on  the  security  of  good  commercial  bills.'*  The 
author  never  once  considers  that  perhaps  gold  possesses  certain 
qualities  which  fit  it  to  become  the  note  cover  par  excellence.  He 
will  have  none  of  it,  because  it  is  responsible  for  a  state  of 
aCTairs  which  enables  the  gold-producing  countries,  and  England 
in  particular,  to  influence  the  internal  circulating  media  of  other 
countries. 
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The  scientific  value  of  Liefmann's  arguments  may  be  gauged 
by  two  illustrations.  To  the  criticism  that  the  abolition  of  the 
gold  standard  will  be  impossible  without  the  formation  of  an 
"Anti-Gold  League,"  and  therefore  of  an  understanding  with 
other  States,  Liefmann  replies  :  "  I  think  this  is  quite  unneces- 
sary. The  example  of  Germany,  which  in  this  war  has  produced 
an  abundance  of  evidence  of  her  strength  and  has  solved  so  many 
new  problems,  will  suffice  to  induce  other  States  to  imitate  the 
harmless  measure  of  abolishing  the  free  mint.**  As  a  rule  Lief- 
mann*s  work  deserves  consideration.  In  this  little  book,  however, 
he  is  less  of  an  economist  and  more  of  a  German  propagandist. 
The  cloven  hoof,  indeed,  appears  towards  the  end  of  his  book, 
where  he  declares  outright  that  if  the  gold  standard  is  abolished, 
England  will  be  hardest  hit,  and  that  would  be  '*  our  reprisal  for 
her  destruction  of  our  foreign  commercial  organisations  in  almost 
all  countries  ...  for  which  even  in  the  most  favourable  peace 
we  shall  be  unable  to  obtain  fpU  compensation.*' 

Yet,  though  Liefmann  does  not  love  England,  he  has  nothing 
but  praise  for  her  war  finance,  which  he  urges  Germany  to  imitate. 
England,  he  points  out,  has  made  efforts  to  pay  for  the  war  by 
taxation  and  by  loans;  Germany's  policy  of  rel3dng  on  loans 
alone  is  responsible  for  the  prevailing  high  prices.  "  If  our  expen- 
diture in  the  second  half  of  1917  amounts  to  3*4  milliards  of 
marks  monthly,  that  is,  over  40  milliards  of  marks  per  annum, 
and  only  25  milliards  of  marks  is  the  maximum  yield  of  the  War 
Loans,  it  follows,  unless  the  difference  is  covered  from  other 
sources  of  income  or  from  new  taxes,  that  an  inflation  of  credit 
with  or  without  notes  is  inevitable.**  But  in  Liefmann's  view 
this  is  not  the  only  weakness  of  German  war  finance.  It  was 
a  mistake,  in  his  opinion,  to  have  set  up  the  War-Loan  Banks. 
It  was  folly  not  to  have  made  efforts  to  raise  loans  abroad.  The 
cry  of  joy  that  German  money  remained  in  Germany — an  argu- 
ment used  in  support  of  all  the  War  Loans — was  due  to  ignorance 
of  the  most  elementary  economic  laws.  The  War  Loan  added 
to  the  currency;  therefore  it  helped  to  send  up  prices;  and  as 
high  prices  in  Germany  are  responsible  for  the  falling  mark,  the 
War  Loans  are  among  the  causes  of  the  adverse  rate  of  exchange. 
On  the  basis  of  this  argument  it  stands  to  reason  that  the 
;  main  efforts  of  the  State  in  the  transition  period  after  the  war 
should  be  directed  to  reducing  prices.  Only  if  that  is  done  will 
the  mark  exchange  recover.  But  Liefmann  is  not  blind  to  the 
fact  that  other  causes  also  affect  the  rate  of  exchange— e.g.,  sym- 
pathy or  antipathy,  the  news  from  the  front,  etc.     Hence  it  is 
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necessary  for  Germany  to  impress  neutrals  with  her  strength  by 
insisting  among  other  things  that  England  shall  hand  over  the 
assets  belonging  to  Germans  which  she  holds,  amounting  to  some 
125  millions  sterling.  "  In  any  event,  of  course,  England  must 
be  forced  to  deliver  up  this  property."  If  England  refuses,  she 
must  be  threatened  with  a  continuation  of  the  submarine  war. 

Amid  bushels  of  self-praise,  criticism  of  opponents,  much 
repetition,  and  no  little  propaganda,  Liefmann's  book  contains 
about  two  grains  of  economic  doctrine,  which  may  be  summarised 
as  follows :  After  the  war  the  gold  standard  must  be  abolished. 
This  will  be  easy  to  achieve  since  the  gold  standard  no  longer 
exists.  The  inland  circulation  of  gold  will  be  a  luxury  ''which  we 
shall  be  unable  to  aCTord."  The  regulations  governing  the  issue  of 
paper  money  must  be  abolished ;  the  experiences  of  the  war  period 
have  demonstrated  that  a  paper  currency  even  without  a  gold 
cover  finds  ready  acceptance. 

Perhaps  there  is  good  reason  for  these  demands;  perhaps  the 
new  doctrines  have  much  in  their  favour.  But  the  unprejudiced 
reader  will  hardly  find  in  Liefmann*s  latest  book  a  case  made  out 
for  their  adoption.  It  must  be  confessed  that  as  a  contribution 
to  economic  science  the  value  of  the  book  is  small.  Tet  it  is 
useful  in  its  way  since  it  shows  what  prominent  German  econo- 
mists are  thinking  about  one  aspect  of  post-bellum  reconstruc- 
tion. M.  Epstein 


PrincipU  di  Economia  Commerciale,  By  Gino  Arias.  (Biblioteca 
di  Scienze  applicati  al  Commercio.)  (Home  :  Society  Editrice 
Libraria.    1917.    Pp.  948.    Lire  25.) 

The  Lecturer  on  C<Hnmercial  Studies  at  the  Genoese  Boyal 
Institute,  and  Professor  of  Political  Economy  at  the  University  of 
Genoa,  has  chosen  a  subject  appropriate  to  his  office  and  surround- 
ings. The  central  part  of  the  work — or  at  least  that  part  in  which 
the  interest  of  the  English  reader  will  probably  centre — ^is  the  sixth 
part,  dealing  with  commercial  policy.  But,  apart  from  that 
main  theme  there  are  good  discussions  of  various  topics — much 
excellent  fruit  outside  the  kernel.  The  voluminous  treatise  con- 
tains matter  of  three  sorts  not  often  presented  simultaneously — 
economic  history  and  abstract  theory  in  addition  to  commercial 
policy.  The  mUlesima  pagina  which  according  to  Juvenal  is  char- 
acteristic of  historical  compositions  is  almost  Uterally  attained  by 
a  volume  which  comprises,  besides  history,  two  other  ingredients 
abounding  in  a  variety  of  topics. 
No.  111.— VOL.  xxvin*  « 
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In  the  first  part  of  his  work  the  learned  author  traces  the 
development  of  exchange  from  its  early  obscure  origins.  He 
next  surveys  the  economic  rigime  of  ancient  India — ^the  influence 
of  caste,  the  various  forms  of  interest — here,  as  with  reference 
to  other  topics,  including  among  his  selected  authorities  what 
has  been  written  on  the  subject  in  the  Economic  Journal.  Some 
aspects  of  commerce  and  retail  trade  in  ancient  Athens  are  pre- 
sented with  equal  lucidity.  Passing  on  to  the  Middle  Ages,  we 
are  taught  that  the  *'  just  price  **  of  Charlemagne's  capitularies 
was  the  value  determined  by  free  competition  in  contrast  to 
monopoly  value.  The  conceptions  of  just  price  formed  respectively 
by  AlbertuB  Magnus,  Thomas  Aquinas,  Duns  Scotus,  and  some 
minor  doctors  present  interesting  contrasts.  In  fine,  the  his- 
tory of  Genoese  commerce  leads  to  the  conclusion  that  the  earlier 
State  regulation  was  in  substance  an  insurance  against  the  risk  of 
dearth ;  when  this  risk  had  diminished,  it  was  felt  that  the  price 
of  the  insurance  was  excessive. 

We  do  not  leel  competent  to  appraise  these  interesting  con- 
tributions to  economic  history.  With  more  confidence  we  can 
praise  the  second  part,  which  deals  with  value  and  prices.  In 
criticising  this  part  of  the  volume  the  present  writer  is  placed  in 
the  position  of  an  examiner  who  finds  in  the  work  which  be  is 
examining  repeated  and  appreciative  references  to  his  own 
writings.  It  is  but  human  to  be  favourably  impressed  by  such 
recognition.  Et  sapit  et  mecum  facit  is  a  very  natural  association 
of  ideas.  Not  that  the  critic  always  expresses  agreement,  but 
rather  such  dissent  on  minor  points  as  to  evidence  an  independent 
judgment  and  so  to  enhance  the  value  of  his  appreciaticm.  Thus, 
referring  to  the  Economic  Journal,  Vol.  XXI.  (1911),  he  admits 
that  the  principle  of  monopolistic  discrimination  resulting  in 
benefit  to  consumers  may  play  a  large  part  in  modem  industry. 
But  be  will  not  admit  that  the  principle  is  relevant  to  a  Socialistic 
rigime  (loc.  cit.)  For  "  in  a  Socialist  administration  there  is  not 
and  there  could  not  be  a  monopolist  such  as  we  now  conceive." 
Which  is,  of  course,  {rue  of  ideal  Socialism.  In  all  such  discus- 
sions much  turns  upcm  the  degree  of  abstraction  preaappoeed. 
Perhaps  we  may  thus  explain  Professor  Arias's  seeming  dissent 
from  the  views  expressed  in  the  Economic  Journal  (VII.,  p.  403, 
VIII.,  p.  234,  IX.,  p.  286,  X.,  p.  288)  as  to  the  tendency  of  a 
specific  tax  to  raise  the  price  of  a  monopoHsed  article.  We  are 
quite  at  one  with  our  author  as  to  the  decisive  importance  of 
future  interest  on  the  motives  of  the  monopolist  (Arias,  p.  137, 
Economic  Journal,  XII.,  p.  512).    As  to  transactions  between 
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two  monopolists,  the  so-called  "  duopoly,"  Professor  Arias,  in 
supp(»t  of  the  present  writer's  view,  contends  that  it  is  not  fair 
to  "  introduce  extraneous  elements  "  into  the  data  (Arias,  p.  189). 
Here  and  elsewhere  he  shows  a  just  appreciation  of  the  "  diver- 
gence between  the  abstract  representation  and  the  concrete  phe- 
nomenon *'  (p.  149).  It  is  not  the  fault  of  thecHists,  "i  maggiori 
teorici,"  at  least,  if  others,  "  oltrepassando  U  pensiefo  del  mag- 
giori,"  do  not  take  account  of  this  divergence. 

With  such  just  views  as  to  the  function  of  abstract  theory,  it 
is  remarkable  that  our  author  should  demur  to  Professor  Marshall's 
doctrine  of  compromise  benefit  (to  monopolists  and  consumer).  This 
bold^  (ardita)  abstraction  seems  to  Professor  Arias  too  far  removed 
from  reality  (p.  121).  *'  The  monopolist  cannot  and  does  not 
value  quantitatively  the  benefit  of  the  consumer  at  different 
prices.'*  Equally  surprising  seems  the  criticism  of  another  among 
**%  maggiori,"  Sir  H.  Cunynghame,  with  reference  to  the  expe- 
diency of  an  export  law  (p.  177).  "  These  purely  quantitative 
ccmtentions  {rafftonti)  are  not  an  infallible  guide."  Quis  negavit  f 
The  objections  to  Mr.  Bickerdike's  doctrine  of  incipient  taxes 
(propounded  in  the  Economic  Journal,  Vol.  XVII. ;  ana- 
lysed by  the  present  writer,  Vol.  XVIII.)  appear  similarly 
otiose.  The  paradox  thaf  the  advantage  generally  obtainable  by 
a  small  import  tax  tends  to  be  greater  (sic)  when  the  tax  is  pro- 
tective is  combated  by  arguments  which  are  indeed  agreeable  to 
common  sense  and  are  valid  against  the  statement  as  it  presents 
itself  to  the  lay  reader,  but  do  not  touch  the  theorem  as  under- 
stood by  the  mathematician. 

We  have  not  space  to  follow  our  author  through  the  wide 
range  of  subjects  as  to  which  he  displays  a  minute  acquaintance 
with  contemporary  writings.  His  generous  recognition  is  often 
tempered  with  gentle  criticism.  Thus  Mr.  Keynes  is  praised  for 
"  some  truly  profound  pages  "  on  the  discount  policy  of  banks. 
But  the  author  adds  :  *  II  Keynes  perd  non  i  a  mio  avviso  perfetta- 
mente  nel  veto,'*  So  with  respect  to  railway  rates  the  "  perspi- 
cuous thought "  of  Professor  Bipley  leads  to  conclusions  that  are 
**  not  quite  acceptable  "  (p.  813).  Plunging  into  the  controversy 
between  Professors  Taussig  and  Bipley  about  "joint  costs,"  Pro- 
fessor Arias  finds  that  the  very  acute  English  writer  through  excess 
of  subtlety  deviates  from  the  truth  (p.  826).  The  general  im- 
pression produced  on  us  by  this  elaborate  criticism  is  that  the 
Genoese  students  of  political  economy  are  singularly  fortunate 
in  their  teacher.  One  who  has  read  ahnost  everything  that  has 
been  written  on  each  subject,  and  has  marked  what  he  considers 
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amiss  in  each  writing,  who  is  ready  to  compare  and  correct  the 
theories  of  his  contemporaries »  must  prove  a  most  effective  and 
stimulating  instructor.  Maturer  students  may  perhaps  find  that 
the  judgmeni  which  they  "had  formed  on  each  question  is  not 
materially  altered  by  the  new  dialectic;  but  this  circumstance 
does  not  detract  from  the  educative  value  of  these  critical  exposi- 
tions. 

This  general  character  appears  to  apply  to  that  part  of  the 
work  which  is  specially  concerned  with  the  controversy  between 
free  trade  and  protection.  The  cruder  presentations  of  either 
doctrine  are  ably  criticised.  If  any  freetrader  is  foolish  enough  to 
argue  that,  because  Italy  relaxed  protection  in  a  certain  year 
and  enjoyed  prosperity  in  subsequent  years,  post  hoc  is  propter 
hoc,  he  may  be  convinced  of  his  error  by  our  author's  sound  logic 
(p.  772).  It  is  good  also  for  extreme  protectionists  to  learn  that 
there  have  been  **  deplorable  exaggerations**  on  their  side  (p.  794), 
that  in  general  it  is  the  better  course  to  leave  to  customs 
tariffs  a  purely  fiscal  function  (p.  179).  Coming  nearer  to  prac- 
tical issues,  we  think  that  our  author  has  made  some  contribution 
(p.  605)  towards  the  definition  of  "dumping** — dumping  of  the 
malignant  sort,  against  which  it  is  generally  agreed  that  some 
protective  measures  may  legitimately  be  employed.  He  well  dis- 
tinguishes the  phenomenon  of  plural  price  which  is  an  incident 
of  monopoly  and  joint  production  from  penetration  in  a  political 
interest  as  practised  by  the  Germans.  But  there  still  remains  the 
difficulty  of  proving  that  in  any  given  case  the  more  dangerous 
kind  of  dumping  is  present  to  a  serious  extent.  For  example, 
with  respect  to  Italy  before  the  war  it  is  not  enough  to  say  : 
**  The  importation  of  machines  represents  for  Italy  an  annual 
tribute  of  more  than  200  millions  [of  francs]  due  to  a  foreign  in- 
dustry.** Professor  Arias,  indeed,  says  more  than  this,  but  he 
does  not  in  our  judgment  adequately  counteract  the  presumption 
that  to  obtain  a  large  addition  to  the  means  of  production  is  ad- 
vantageous. Before  accepting  him  as  a  guide  we  should  require 
more  information  about  particulars.  Consider,  for  instance,  the 
following  contention  (p.  795)  :  "A  nation  is  an  historical  category. 
National  interest  (conventenza)  has  necessarily  an  historical  char- 
acter, is  not  immutable,  but  continually  changeable,  is  complex 
and  inseparably  compounded  of  multiple  elements,**  and  so  forth. 
With  respect  to  such  propositions  one  may  sympathise  with  that 
cautious  student  oT  whom  it  is  told  that  he  would  not  assent  to 
the  axioms  of  Euclid  until  he  knew  what  use  was  to  be  made  of 
the  admission.  F.  Y.  Edoeworth 
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A  New  Way  of  Htmsekeeping.    By  Clementina  Black.    CollinB. 
1918.    35.  6d.  net. 

The  development  of  housekeeping  on  the  lines  of  modem  in- 
dustrial methods  has  been  broached  in  the  last  twenty  years  by 
several  writers,  among  whom  Mrs.  Perkins  Oilman  was  perhaps 
the  most  startling  and  provocative.     At  first  received  with  in- 
credulity and  astonishment,  the  suggested  innovations  are  now 
beginning  to  win  acceptance,  and  the  war  has  brought  them  well 
within  the  range  of  practical  politics.     Strong,  capable  women 
are  now  needed  in  many  occupations  necessary  to  the  nation,  and 
the  traditional  methods  of  running  the  home  are  seen  to  be  waste- 
ful, using  up  an  amount  of  energy  and  effort  out  of  all  proportion 
to  the  results  achieved,  and  reiainlng  the  services  of  many  paid 
and  unpaid  workers  who  are  badly  needed  for  other  work.    The 
root  of  the  matter  lies  in  the  application  of  scientific  method.  Both 
in  matfers  of  cleanliness  and  in  the  choice  and  treatment  of  food, 
science  is  needed.    But  it  is  impossible  to  expect  every  individual 
home-maker  to  have  this  scientific  knowledge  and  training,  the 
advantage  of  which  can  only  be  enjoyed  by  groups  larger  than 
the  family.    It  may  be  said  that  housekeeping  cannot  be  turned 
into  a  factory  Industry,  and  thai  we  do  not  all  want  to  live  in 
hotels  or  hostels.     The  author  of  A  New  Way  contemplates  no 
such  violation  of  fundamental  human  instincts,  and  herself  lays 
stress  on  the  desirability  of  co-operative,  rather  than  business, 
management.     Domestic  federations  of  grouped  households,  the 
members  electing  their  committee,  and  the  committee  selecting 
or  discharging  the  staff  necessary  to  do  the  catering,  cooking, 
housework,  and  table  service  required — these  are  the  main  points 
of  the  proposals  outlined  in  Miss  Black*s  admirably  clear  and  con- 
crete scheme.     In  regard  to  details,  as,  for  instance,  whether 
meals  should  be  taken  privately  or  in  common,  or  whether  pro- 
vision should  be  made  by  the  federation  or  within  each  family 
for  the  education  and  nurture  of  the  young  children  included,  the 
author  wisely  advises  the  uttermost  possible  liberty  of  choice  and 
freedom  for  experiment.    It  is  impossible  not  to  feel  that  the 
adoption  of  such  methods  would  greatly  diminish  the  social  cost 
of  housekeeping,  and  also  set  free  valuable  energies  to  assist  in 
getting  done  the  vast  arrears  of  work  that  lie  before  us  in  the 
future. 

B.  L.  HUTCHINS 
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The  Conflict  of  Tax  Laws.     By  Rowland  Estcodrt,  Ph.D. 
(University  of  California  Press.    1918.    Price  $1.26.) 

This  noteworthy  and  praiseworthy  essay  in  finance,  dated 
March  1st,  1916,  was  printed  in  the  University  of  California  Pub- 
lications in  Economics  for  April,  1918,  and  is  now  issued  as  an 
excerpt  with  an  index. 

The  casual  critic  might  complain,  as  the  young  woman  did  of 
Hamlet,  that  it  is  "  so  full  of  quotations  " — ^no  fewer  than  194  in 
110  pages.  But  it  is  a  sign  of  grace  in  the  author  that  he  has  the 
honesty  and  the  modesty  to  acknowledge  his  authorities  instead  of 
concealing  them  and  paraphrasing  them.  The  important  matter 
is  that  the  quotations  are  worth  making,  are  well  in  their  place  in 
the  procession  of  the  argument,  and  are  frequently  from  sources 
not  easily  accessible  to  ordinary  readers.  Their  value  is  enhanced 
by  the  setting  of  comment  in  which  they  are  embodied ;  and  the 
whole  work  is  typically  American — fresh,  incisive,  direct,  and 
modern. 

The  problems  of  Federal  finance,  in  themselves  becoming  serious, 
are  complicated  by  the  bewildering  chaos  of  State  finance.  Doctor 
Estcourt  sees  clearly  that  the  defects  of  the  present  systems  must 
be  made  clear  to  the  public  in  order  to  secure  the  driving  power 
to  reform,  and  that  expert  advice  must  be  taken  before  reform  is 
carried  out.  He  contemplates  inquiry  in  each  State  by  a  jurist, 
an  economist,  and  a  Treasury  official — he  does  not  add  an  account- 
ant— who  should  pay  regard  to  historical,  legal,  economic,  and 
administrative  considerations  and  should,  after  comparative  study, 
meet  for  the  consideration  of  points  of  agreement  with  a  view  to 
co-ordination.  The  author  does  not  shrink  from  stating  clearly 
his  own  conception  of  the  important  factors  in  tax  reform.  Though 
sometimes  open  to  question  his  views  are  presented  with  ability, 
and  the  essay  as  a  whole  is  stimulating,  suggestive,  and  practical. 
In  spite  of  the  quotations  it  is  singularly  free  from  well-worn 
generalities.  When  the  urgent  problem  to  which  it  calls  attention 
is  attacked  this  essay  should  be  found  very  useful.  Apart  from  this 
it  deserves  the  attention  of  all  students  of  finance. 

Henry  Hioos 
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NOTES    AND    MEMORANDA 

Russia's  Agriculture  and  the  Bepayment  of  Foreign  Loans. 

During  the  last  years  before  the  war  the  annual  exports  of 
raw  materials  from  Russia  totalled,  roughly,  Rs.l, 500,000 ,000,  and 
her  imports  Rs.1,000,000,000. 

At  the  same  time  Russians  foreign  indebtedness  amounted  to 
R8.4,500,000,000,  but  this  has  now  been  increased  to 
R8.16,000.000.000. 

For  the  repayment  of  her  foreign  loans,  including  interest,  an 
annual  expenditure  of,  approximately,  Rs.1,000,000,000  will  be 
required,  which  sum  can  only  be  paid  out  of  the  excess  of  exports 
over  imports,  and  this  implies  that  her  exports  must  be  increased 
by  at  least  Rs. 500,000,000. 

Russia's  exports,  as  is  well  known,  consist  mainly  of  cereals 
and  of  raw  and  semi-manufactured  products.  Excluding  live- 
stock, food-stuffs  alone  formed  three-fifths  of  the  total  export.  The 
annual  export  of  cereals  between  1909  and  1913  averaged 
12,000,000  tons,  to  the  value  of  Rs.675 ,000,000,  the  total  produc- 
tion of  cereals  in  Russia  reaching  47,000,000  tons.  Thus  the  ex- 
port of  cereals  represented  a  quarter  of  the  total  pioduction  in 
Russia. 

The  low  level  of  agriculture  determined  a  very  poor  crop, 
averaging  only  40  poods  per  dessyatine  (i.e.,  490  lb.  an  acre), 
whereas  in  England  the  average  is  149  poods,  in  Germany  140, 
and  in  France  80.  If  Russia's  method  of  cultivation  could  be 
improved  to  the  French  standard,  as  should  not  be  difficult,  she 
would  increase  iter  total  output  to  94,000,000  tons;  thus,  even  if 
the  consumption  of  cereals  inside  Russia  increases  simultaneously 
by  50  per  cent.— i.e.,  from  35,000,000  tons  to  52,000,000  tons- 
she  should  bo  in  a  position  to  export  42,000,000  tons  of  bread-stuffs 
to  the  value  of  about  R8.2,300,000,000— twice  as  much  as  will  be 
necessary  for  the  annual  payment  of  her  foreign  debts. 

The  attention  of  economists  and  industrialists  should  be  drawn 
to  the  problem  o(  increasing  Russian  agricultural  production.  This 
is  Russia's  real  gold-field.  Indeed,  the  output  of  metal  gold  in 
Russia  averages  only  Rs.70,000,000,  which  is  only  one-fortieth 
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of  the  value  of  bread-stuffs  annually  produced  in  that  country. 
Should  the  conditions  of  the  world's  demand  for  bread-stuffs  after 
the  war  not  allow  the  immediate  export  of  as  large  a  quantity  as 
Russia  can  produce,  then,  while  this  period  lasted,  Bussia  could 
increase,  out  of  her  accumulated  bread-stuffs,  stock-breeding  and 
the  production  of  other  food-stuffs  (dairy  produce,  eggs,  and 
meat),  which  will  always  continue  to  be  in  great  demand  abroad. 

Bearing  this  in  mind,  one  would  suggest  that  the  i»rimary 
object  of  the  economic  policy  in  Bussia  should  be  the  development 
of  intensive  methods  of  agriculture,  as  being  the  simplest  and 
surest  way  of  increasing  the  wealth  of  Bussia. 

During  the  past  twenty  years  a  great  change  in  the  economic 
life  of  the  peasants  has  been  apparent,  for  whereas  they  form^ly 
produced  principally  for  their  own  consumption,  they  have  latterly 
catered  more  and  more  for  the  market.  This  change  was 
accompanied  by  a  great  tendency  to  pass  to  intensive 
culture  and  by  an  acute  demand  for  well-organised  agricultural 
credit,  intensive  culture  necessitating  costly  agricultural 
machinery.  This  demand  up  to  the  present  is  met  almost  ex- 
clusively by  the  rural  co-operative  societies.  In  1902  the  total 
number  of  rural  co-operative  societies  was  1,625  :  by  1917  it  had 
reached  46,057 ;  but  notwithstanding  the  important  strides  made 
by  the  co-operative  societies  in  Bussia  their  numbers  are  not  yet 
large  enough  nor  their  capital  anything  Uke  adequate  to  provide 
for  any  considerable  improvement  in  agricultiural  conditions.  The 
speedy  increase  in  their  number,  however,  is  remurkable  and  may 
be  considered  as  a  direct  indication  that  the  general  transition  to 
an  intensive  method  of  cultivation  in  Bussia  is  a  matter  of  the 
nearest  future. 

Another  sign  pointing  in  the  same  direction  may  be  found  in 
the  steady  increase  in  the  import  of  agricultural  machinery  into 
Bussia  : — 


Ytat. 

Imported  AgrievUwnA 

Re. 

1906     ... 

18,350,000 

1907     ... 

JO.885,000 

1908     ... 

25,600.000 

1909     ... 

87,657,000 

1910     ... 

38,932,000 

1911     ... 

52,199,000 

1912     ... 

56,624,000 

In  1906  agricultural  machinery  occupied  the  eighth  place  in 
the  list  of  imports,  but  by  1912  it  had  risen  to  the  second  place, 
the  first  being  held  by  cotton ;  this  was  due  to  the  increase  during 
the  same  period  in  the  import  of  agricultural  machinery  by  from 
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300  to  400  per  cent.,  while  that  of  other  goods  increased  by  only 
48  per  cent. 

The  increase  in  the  home  production  of  agricultural  machinery 
during  the  same  period  corroborates  the  above  figures.  In  the 
beginning  of  the  period  it  amounted  to  between  Bs.10,000,000  and 
R8.20,000,000,  while  during  1912  agricultural  machinery  to  the 
value  of  Bs. 62,600,000  was  manufactured  in  Russia. 

Agricultural  science  has  not  yet  reached  the  highest  level  and 
there  is  room  for  it  to  work  miracles  in  the  near  future.  There 
is,  indeed,  great  promise  in  the  fact  that,  side  by  side  with  the 
farms  which  yield  only  about  40  poods  per  dessyatine  (i.e. ,  490  lb. 
per  acre),  there  are  others  which  give  240  poods  per  dessyatine 
without  any  sort  of  manuring  but  after  only  an  early  ploughing. 

Since  the  vast  agricultural  population  of  Russia  (80  per  cent, 
of  the  whole)  is  made  up  of  small  holders,  it  is  a  practical  impossi- 
bility for  the  majority  of  them  to  own  the  necessary  machinery 
for  intensive  cultivation  of  their  fields,  and  the  conditions  of 
Russian  peasant  life  would  render  it  necessary  that  such  imple- 
ments should  become  the  property  of  the  rural  societies,  Zemstvos, 
co-operative  societies,  or  individual  owners  (other  than  peasants), 
who  would  lend  them  to  the  peasants  on  credit  terms,  utilising 
as  far  as  possible  the  manual  labour  of  the  peasants  and  receiving 
the  hire  in  cash  or  in  corn  after  the  crops  have  been  gathered. 

The  soil  is  in  many  regions  so  minutely  divided  that  such 
machines  as  tractors  with  three  or  four  ploughs  attached  would 
be  too  bulky  to  be  of  any  use,  and  it  would,  therefore,  be  neces- 
sary to  use  small  tractors  with  one  plough  only. 

During  the  next  twenty-five  years  the  demand  for  agricultural 
machinery  will  continually  grow,  and  the  import  and  home  pro- 
duction of  it  will  involve  the  expenditure  of  many  hundreds  of 
millions  of  roubles.  Such  outlay  will  be  eminently  productive, 
and  therefore  it  may  be  hoped  that  the  necessary  capital  for  supply- 
ing agricultural  machinery  on  credit  will  be  easily  found. 

The  certainty  of  profit  to  be  derived  from  organising  credit 
for  the  Russian  peasants  in  order  to  improve  their  production, 
the  vastness  of  the  sums  demanded  for  that  purpose  by  the  popu- 
lation, the  system  of  short  credit  which  will  be  sufficient,  the  long 
period  of  years  during  which  the  demand  for  that  credit  will 
steadily  increase — all  these  are  extremely  favourable  conditions 
which  should  prove  that  the  organisation  of  a  big  agricultural 
bank  in  Russia  would  be  timely  and  successful. 

These  conditions  also  prove  the  possibility  of  organising  the 
insurance  of  crops,  estimates  being  calculated  on  the  methods  .of 
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cultivation  employed.  The  insurance  of  crops  combined  with  the 
organisation  of  the  hire  of  agricultural  appliances  would  again 
give  a  strong  impetus  to  the  development  of  intensive  cultivation 
and  scientific  agricultural  methods. 

Having  ii)  view  the  importance  of  the  problems  involved  in  a 
scheme  of  harvest  insurance  and  the  high  return  of  any  capital 
invested  in  such  an  undertaking,  it  is  suggested  that  this  insurance 
should  be  a  Government  enterprise,  such  suitable  State  orgimisa- 
turn  tending  greatly  to  facilitate  the  repayment  of  foreign  debts^ 

The  statistics  here  employed  and  the  conclusicms  arrived  at 
are  based  on  data  which  refer  to  the  Russia  of  pre-war  geography, 
for  the  political,  economic,  and  popular  interests  of  the  different 
parts  of  Russia  are  so  closely  interwoven  that  their  confederation 
in  one  form  or  another  is  inevitable  after  the  war.  M(H"eover,  I 
deal  exclusively  with  the  agricultural  potentialities  of  Russia  and 
with  its  transition  to  intensive  culture,  which  concerns  principally 
those  Russian  regions  which  will  never  cease  to  be  Russian. 
Regardless  of  the  political  configurations  and  inter-relations  of 
these  regions,  they  will  always  have  to  bear  their  share  of  the 
burden  of  the  old  Russia's  foreign  loans. 

£.  Hermonius, 

Formerly  Premden$  of  the  Russian 
OovemmerU  OmnmiUee  m  London, 


Extracts  from  German  Periodicals  Relating  to  the  War. 

The  relief  of  disabled  soldiers  is  a  subject  which  receives  much 
attention.  Thus  a  Bremen  journal  records  of  the  local  Committee 
appointed  for  that  purpose  that  relief  measures  took  the  form  of 
vocational  advice,  training,  finding  situations  and  financial  assist- 
ance, while  the  Committee  also  gave  advice  in  matters  relating  to 
pensions  and  other  legal  and  economic  questions,  provided  clothes 
and  medical  treatment,  looked  after  families,  co-operated  in  pro- 
viding  resources  for  the  acquisition  of  small-holdings  or  home- 
steads, arranged  for  composition  grants  and  took  similar  economic 
measures.  Professor  Silex  in  the  Berliner  Tageblatt  demands 
small  holdings  for  bUnded  men.  With  a  blind  man  more  than 
with  any  other  man  speedy  assistance  is  of  the  greatest  importance 
for  bis  whole  future.  A  cottage  and  an  acre  or  so  of  land  will 
make  him  and  his  family  content  for  all  time. 

The  problem  of  women's  work  after  the  war  is  the  subject  of 
an  article  in  Soziale  Pra<ti8  by  Dr.  Eathe  Oaebel.  She  points  out 
that  the  restoraticm  of  workers  to  peace  emjdoyment  will,  of 
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couTBe,  be  mainly  the  task  of  the  emidoyment  bureaux.  It  is 
essential  that  employment  agencies  which  will  for  the  most  part 
be  inter-local  during  the  transition  period  should  be  so  arranged 
that  they  will  enable  the  Silesian  textile  woman  worker  when 
dismissed  from  the  munitions  factory  to  proceed  to  some  other 
place  of  employment,  or,  where  possible,  to  her  own  home.  At 
all  costs  she  must  be  prevented  from  wandering  about  out  of  work 
or  from  swelling  the  numbers  of  the  proletariat  in  large  towns, 
which  presumably  will  still  have  their  power  of  attraction.  The 
prohibition  of  night  work,  work  on  Sundays,  and  overtime,  ought 
to  take  place  at  once,  ^hile  the  elimination  of  women  from  em- 
ployments injurious  to  health  ought  to  be  put  into  force  at  latest 
within  three  months.  Government  orders  which  can  be  executed 
by  women  and  are  not  for  technical  reasons  bound  to  be  carried 
out  in  any  one  definite  locality  should  count  as  emergency  work 
and  be  placed  with  workers  who  need  them.  In  all  cases  where  the 
provision  of  work  such  as  has  been  described  cannot  be  arranged, 
relief  for  those  out  of  employment  will  be  indispensable.  The 
question  of  relief  presents  difficulties.  Thousands  of  women  and 
girls,  after  the  return  of  the  breadwinner  of  the  family  or  the 
restoration  of  other  sources  of  income,  will  no  longer  be  forced  to 
work  for  pay.  Ought  they  then  to  be  allowed  to  have  a  claim  to 
unemployment  relief? 

The  increase  of  State  maternity  grants  is  demanded  by  Frau 
Clara  Schlossmann  in  Schmoller's  Jahrbuch.  The  birth-rate 
before  the  war  reached  nearly  2,000,000,  and  on  the  estimate 
that  three-quarters  of  the  mothers  will  require  State  aid,  a  far 
larger  sum  will  have  to  be  put  aside  for  the  purpose  than  is 
assigned  at  present.  On  the  basis  of  the  figures  in  DQsseldorf, 
where  in  1916  the  amount  granted  to  714  maternity  cases 
averaged  Mk.l28,  the  yearly  expenditure  in  the  Empire  would 
reach  Mk.l80  mill.  An  Imperial  grant  will  be  required.  It  is 
difficult  to  apply  a  system  of  compulscwry  insurance.  All  who 
think  they  can  dispense  with  State  aid  will  decline  to  pay,  and 
those  who  fail  to  pay  their  subscriptions  to  it  will  be  excluded 
from  the  benefits  of  the  Act.  Any  legal  compulsion,  as  in  cases 
of  non-payment  of  taxes,  will  be  expensive  and  unpopular.  Another 
objection  to  compulsory  motherhood  insurance  is  that  the  women 
only  are  liable  for  the  cost  and  not  the  men  who  as  fathers  ought 
to  share  the  burden. 

Germany's  war  bill  is  discussed  by  Georg  Bemhard  in  PhUus 
for  June  and  July.  For  disabled  soldiers  and  dependents  he 
reckons  two  milliards  of  marks  (£100,000,000)  per  annum,  as 
follows  :  The  number  of  the  killed  may  be  estimated  at  1}  million. 
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Among  the  dead  are  a  considerable  number  of  young  men  whose 
death  does  not  make  the  State  liable  to  give  any  kind  of  relief. 
The  number  of  deaths  which  make  the  State  liable  to  grant  relief 
may  be  taken  at  one  million.  To  this  a  further  million  may  be 
added  of  men  disabled  in  such  a  way  that  they  may  claim  per- 
manent support,  and  the  sum  of  Mk.  1,000  may  be  taken  as  the 
average  sum  to  be  given  to  each  individual.  It  follows,  then, 
that  at  first  at  least  Mk.2  milliards  annually  will  be  required.  This 
sum  will  presumably  reduce  itself  quickly,  owing  to  the  mortafity 
of  the  pensioners.  On  the  other  hand,  in  the  case  of  soldiers* 
dependents  it  must  be  remembered  that  the  number  of  war  mar- 
riages of  young  people  has  been  extraordinarily  large,  and  that 
accordingly  provision  will  have  to  be  made  for  many  young  orphans 
and  very  many  widows.  This,  however,  may  be  compensated  for 
to  a  certain  extent  by  the  fact  that  owing  to  the  large  number  of 
war  marriages  of  young  people  many  of  the  widows  will  remarry, 
and  so  forfeit  their  pensions.  In  spite  of  the  reduced  chances  of 
marriage  experience  shows  that,  given  equal  chances,  widows 
marry  sooner  than  single  girls.  The  annual  sum  of  Mk.2  milliards 
capitalised  amounts  to  Mk. 25,000  million.  Combining  this  figure 
with  other  items  we  have  the  following  account : — 

Mk. 

Coflt  of  mobiliaaiion       1,000  millknif. 

Purely  military  war  expenaes  116,000 

Cost  of  feeding  the  nation  and  similar  charges    ...    10,000 
Compensation  to  owners  in  devastated  distncts    ...      5,000 

Reoonstmction  of  the  army  and  fleet         6,000 

Pensions      26,000 


Total     163,000  million^. 


This  total  (£8,000  milUon)  may  be  taken  as  the  amount  of  Ger- 
many's war  debt  on  the  supposition  that  the  war  ends  this  year. 
The  demagogic  proposal  to  reduce  the  interest  is  strongly  depre- 
cated by  Bernhai;d.  After  the  war  neutral  countries  who  will  have 
a  considerable  surplus  of  capital  will  be  inclined  to  invest  in 
German  Government  loans,  just  as  German  municipalities  and 
pubUc  corporations  will  obtain  considerable  loans  from  abroad. 
But  every  credit  transaction  with  foreign  countries  would  appear 
quite  impossible  were  Germany  desirous  of  repudiating  the  liabili- 
ties arising  from  the  war  loans.  Firstly,  a  drastic  reduction  of 
the  rate  of  interest  on  loans  would  injure  very  wide  strata  of  the 
population.  The  summaries  issued  of  the  subscriptions  to  each 
individual  war  loan  show  that  the  number  of  small  subscribers 
has  been  extraordinarily  large  on  every  occasion.  Moreover, 
throughout  the  war  all  trust  funds  of  infants,  all  the  savings  of 
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widows  and  orphans,  have  been  invested  in  the  loans,  while  many 
public  welfare  institutions  whose  funds  benefit  widows  and 
orphans,  and  especially  insurance  offices,  have  been  very  large 
subscribers.  But  even  that  is  not  the  most  weighty  argument 
against  any  reduction  of  the  interest  on  loans.  The  Geunan 
working  classes  are  still  more  interested  in  another  side  of  war 
finance.  The  success  of  the  loans  was  largely  due  to  the  fact  that 
the  ever-increasing  scarcity  of  raw  materials  in  nearly  all  indus- 
trial and  commercial  undertakings  transformed  into  cash  capital 
which  f(H*merly  existed  in  the  shape  of  raw  materials,  half  finished 
and  finished  manufactured  articles.  This  capital,  thus  deprived 
of  its  functions,  had  to  be  invested,  and  there  was  no  sounder  in- 
vestment for  it  than  the  war  loans.  At  the  moment  when  the 
German  economic  system  can  once  more  apply  itself  to  peace 
labours  this  capital  will,  of  course,  once  more  be  transformed 
into  commodities.  The  prerequisite  for  the  success  of  this  pro- 
ceeding will  be  the  possibility  of  converting  war  loan  stock  into 
cash  either  by  selling  it  or  lending  it.  In  other  words,  on  the 
possibility  of  obtaining  full  value  for  war  loan  stock  depends  first 
and  foremost  the  power  of  the  German  economic  system  to  resume 
its  labours  after  the  war. 

In  the  latest  Kriegheft  of  the  Archiv  fur  Sozialwissenschaft 
(Tubingen)  Dr.  Carl  Erich  von  Kiiblmann,  of  Berlin,  strongly 
advocates  the  extinction  of  the  national  debt  by  a  single  colossal 
levy  on  capital.  It  will  prove  impossible  to  go  on  paying  interest, 
considcfring  the  immense  outlay  required  for  reconstruction.  It  is 
Utopian  to  expect  a  development  of  productive  power  adequate 
to  the  burden.  Germany  is  in  the  position  of  a  railway  of  which 
the  profits  scarcely  suffice  to  pay  the  interest  on  the  bonds.  Such 
a  concern  is  best  put  into  the  hands  of  a  receiver ;  in  order  that 
the  over-capitalisation  may  be  written  down,  the  "  water " 
squeezed  out.  The  objection  that  means  of  production  would  be 
withdrawn  from  private  hands  is  treated  as  fallacious.  Likewise 
the  objection  that  the  formation  of  capital  would  be  discouraged 
is  said  tg  be  illogical,  since  it  is  equally  applicable  to  a  heavy 
income-tax.  The  objection  that  the  valuation  of  property  would 
be  impracticable  is  met  by  the  arrangement  that  the  owner  should 
value  the  property,  the  State  having  an  option  to  buy  it  at  that 
valuation.  The  contribution  vill  be  made  in  war  stock  or  by 
handing  securities  or  goods  to  the  State.  There  should  be  a  steep 
graduation,  the  details  of  which  are  elaborated  in  connection  with 
the  inheritance  tax. 

Under  the  heading  Contemporary  Changes  in  Socialist  Ideas 
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and  Theory  Prof.  Lederer  presents  a  clear  view  of  the  so-called 
neo-Marxism,  of  which  the  most  iM'ominent  representatives  are 
Karl  Benner,  Paul  Lensch,  and  Johann  Plenge.    Benner's  book, 
Marxismus  Krieg  und  Internationale  is  highly  praised  by  the 
very  competent  critic  for  its  style  and  classical  form.    But  Prof. 
Lederer  allows  it  to  be  seen  that  he  has  not  an  equally  high 
opinion  of  the   author's  logical   power  and  economic  insight. 
Benner  insists  on  the  interposition  of  the  StsLte—durchstaatiichte 
Wirischaft.    But  he  has  never  thought  out  the  relevant  theory  of 
monopoly.    He  continues  to  subscribe  to  the  Marxian  law  of  value. 
Altogether  the  work  is  of  political  rather  than  economic  interest— 
e$  ist  ein  politisches,  ein  durchaus  untheoretisches  Buck  geblieben. 
Lensch's  book  Drei  Jahre  Weltrevolutions  (1917)  obtains  even 
scanter  praise.     Lensch  sees  in  the  war  a  revolution  after  the 
tjrpe  of  Marx*  conceptions.    Germany  is  in  the  position  which  in 
the  Marxian  scheme  is  characteristic  of  the  proletariate  :  *'  its 
interest  is  identical  with  that  of  all  mankind."    Germany  is  like 
the  great  men  of  history,  of  whom  it  is  said  by  Hegel  that  their 
individual  aims  contain  the  substance  of  the  world-spirit*s  will. 
As  Prof.   Lederer  comments,   the  categories  of  the   Socialistic 
range  of  ideas  are  translated  into  world-politics  with  wonderful 
adroitness  (Schneidigkeit).     Only,  what  remains  of  Socialism? 
While  the  writer  goes  oix  talking  of  England  and  France  and  Ger- 
many as  units  he  gives  up  the  fundamental  conceptions  of  Social- 
ism.    Plenge's  book  Die  Revolutionierung  der  Revolutiandre  is 
even  wilder.    It  will  be  sufficient  to  paraphrase  the  critic's  sum- 
ming up :  What  mad  play  of  words,  what  juggling  (Ballspiel) 
with  ideas!    A  revision  of  the  Marxian  edifice,  a  fresh  testing  of 
his  presuppositions,  would  have  been  welcome.     But  Plenge  b 
anything  but  critical.    There  is  nothing  new  in  his  "  neo-Social- 
ism/'  described  as  *'  a  spiritual  and  economico-technical  thorough 
organisation  of  capitalism." 

Prof.  Lederer  also  contributes  to  the  Archiv  an  article  on 
Die  Oekonomische  Umschichiung  im  Kriege,  tracing  the  changes 
in  currency  and  other  economic  phenomena  which  have  occurred 
in  successive  periods  of  the  war. 

Other  articles  deal  with  conjuncture  in  war-time,  agriculture 
in  the  period  of  reconstruction,  the  possibilities  of  Hungarian 
agriculture  and  their  significance  for  Central  Europe,  (German) 
newspapers  in  the  period  of  transition,  reconstruction  in  England 
(mostly  derived  from  sources  which  are  very  accessible  to  the 
English  reader). 
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Report  of  Tfiaaury  Committee  on  Bank  Amalgamatione, 
[Cd.  9052.]     W. 

National  Debt.  {Cd.  8072.]  1918.  The  Uabilities  of  Uie  State 
from  1875-6  to  1916-17  are  exhibited. 

Report  of  the  Select  Committee  on  the  Luxury  Duty,    No.  101. 

Explanatory  Statement  on  the  French  Tax  on  Luxury,  No.  57. 
Id. 

Second  Annual  Report  of  the  National  War  Bavinge  Committee, 
[Cd.  9112.]  An  analysis  of  contributions  to  State  securities,  those 
of  the  small  investor  amounting  to  £253,000,000. 

Sixty^eeond  Annual  Report  of  the  Registrar-Oeneral  for  Scotland, 
1916.  [Cd.  9014.]  1918.  The  birthrate  was  22*79  per  thousand, 
being  3*69  less  than  the  mean  of  the  rates  for  the  preceding  ten  years. 
The  proportion  of  illegitimate  births  was  the  same — 7*1  per  cent. — 
aa  on  the  average  for  the  preceding  ten  years.  The  death-rate — 
^14*64  per  thousand — is  the  lowest  recorded  for  Scotland. 

Report  of  the  Departmental  Committee  for  Inquiring  into  the 
Principlee  which  Should  Determine  the  Conetrudion  of  Sealee  of 
Salary  for  Teachers  in  Elementary  Schools.  Vol.  I.  (Report)  [Cd. 
8939] ,  Vol.  II.  (Evidence  and  Memoranda)  [Cd.  8999] .     1918. 

The  Committee  have  considered  **  whether  there  is  any  sound 
principle  underlying  the  universal  practice  of  engaging  women  under 
a  scale  which  is  lower  than  that  for  men  in  the  same  area  ";  and 
they  do  not  recommend  equal  payment  aa  a  general  principle — with 
some  important  exceptions.  A  memorandum  submitted  by  the 
National  Federation  of  Women  Teachers  presents  ably  the  case  for 
equal  payment. 

Fourth  Report  of  the  Central  Control  Board  {Liquor  Traffic). 
[Cd.  9055.]  8d.  1918.  There  has  been  a  continuous  reduction  in 
public  drunkenness,  and  there  is  nothing  to  prevent  the  permanent 
maintenance  of  the  present  level  of  sobriety. 

Reports  of  English,  Scotch,  and  Irish  Committees,  and  State 
Purchase  and  Control  of  the  Liquor  Trade.     [Cd.^  9042.]     9d. 

Trade  of  India  in  1916-17.  [Cd.  9067.]  1918.  Among  general 
features  it  is  noticed  that  the  monsoon  "  the  jugular  vein  of  Indian 
trade  '*  was  favourable,  and  the  crops  better  than  in  1915-16.  Whole* 
sale  prices  were  (in  Calcutta)  17  per  cent,  above  the  level  of  March, 
1916,  and  44  per  cent,  above  the  pre-war  level.  The  rise  was  due 
not  to  food-grains,  but  chiefly  to  imported  goods. 

Reports  of  Departmental  Committees  appointed  by  the  Board  of 
Trade  to  Consider  the  Position  of  Various  Industries  after  the  War. 

The  Coal  Trade.  [Cd.  9093.]  4d.  Output  and  Cost  of  Produc- 
tion, Housing  Accommodation,  Charges  for  Wayleaves,  Support  of 
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Railways  and  Canals,  the  Export  Trade,  Shipping  Tonnage  available 
after  the  War. 

The  Engineering  Trades.  [Cd.  9073.]  6d.  General  Survey, 
Works  and  Plant,  Materials,  Manufacturers,  Costing,  Standardisa- 
tion, Labour,  Female  Labour,  Higher  Technical  Education,  Finance, 
Competition,  Trade  Combinations,  Dumping,  Patents  and  Trade 
Marks,  Trade  after  the  War. 

The  Iron  and  Steel  Trades,  [Cd.  9071.]  6d.  Historical  Survey, 
Survey  of  the  Commercial  and  Manufacturing  Position  in  the 
Various  Branches  of  the  Industries,  Commercial  Reconstruction,  Iron 
Ore,  Organisation  in  the  Industries,  Labour,  Protection,  Means  of 
Transport,  Royalties  and  Wayleaves,  Technical  Education,  Com- 
mercial Intelligence. 

Shipping  and  Shipbuilding  Trades.  [Cd.  9092.]  1«.  Sd.  The 
German  Control  Stations  and  the  Atlantic  Emigrant  TraflBc,  the 
Reconstruction  of  the  Mercantile  Marine,  International  Competition 
and  Navigation  Policy. 

The  Textile  Trades.  [Cd.  9070.]  Is.  Sd.  The  Textile  Raw 
Materials,  General  Position  and  Sources  of  Supply,  the  Present 
Position,  Organisation  and  Future  of  Each  Industry,  Plant,  Labour, 
Scientific  and  Technical  Research,  Marketing,  Transport,  the  State 
and  Industry. 

The  Electrical  Trades.  [Cd.  9072.]  2d.  National  Importance 
of  the  Electrical  Industry,  Electricity  Generating  and  Transmission, 
Electric  Traction,  Manufacturing,  Financial. 

Much  valuable  information  and  good  advice — briefly  indicated 
above — is  given  with  respect  to  the  internal  organisation  of  the  respec- 
tive trades.  There  are  also  some  drastic  proposals  as  to  Govern- 
mental action  with  respect  to  foreign  trade.  Thus  it  is  recommended 
that  for  a  period  of  not  less  than  a  year  the  import  and  export  of 
textiles  between  the  British  Empire  and  enemy  States  should  be  pro- 
hibited, and  that  afterwards  imports  from  Austria  and  Hungary 
should  be  subjected  to  a  special  regime.  Anti-dumping  legislation, 
like  that  of  the  United  States,  and  preferential  treatment  of  imports 
from  British  Overseas  Dominions  are  recommended.  Protection  is 
openly  claimed  for  the  iron  and  steel  industries  against  dumping,  to 
promote  imperial  preference,  as  permitting  negotiation  with  foreign 
countries  and  in  the  interests  of  labour.  Sir  Hugh  Bell,  with  Mr. 
John  E.  Davison,  makes  a  vigorous  protest  against  this  demand. 

Final  Report  of  Lord  Balfour  of  Burleigh's  Committee  on  Com- 
mercial and  Industrial  Policy  after  the  War.     [Cd.  9085.]     9d. 

The  Position  of  British  Trade  and  Industry  in  1913;  Measures 
to  be  adopted  during  the  Transitional  Period;  the  Supply  of 
Materials;  Essential  Industries;  the  Treatment  of  Aliens  in  respect 
of  Commercial  and  Industrial  Occupations  and  Undertakings  in  this 
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Country;   Industrial   and   Commercial    Organisation;    Finance    and 
Industry ;  Fiscal  Policy ;  Weights  and  Measures ;  Coinage  Conclusions. 

Ditto  Interim  Report  on  Certain  Eaaential  Industries.  [Cd.  9082.] 
2d. 

Ditto  Interim  Report  on  Importation  of  Qoods  from  the  Present 
Enemy  Countries  after  the  War.     [Cd.  9038.]     Id. 

Ditto  Interim  Report  on  Treatment  of  Exports  from  the  United 
Kingdom  and  British  Overseas  Possessions,  and  the  Conservation  of 
the  Resources  of  the  Empire  during  the  Transitional  Period  after 
the  War.     [Cd.  9084.]     2d. 

Report  of  the  Agricultural  Policy  Sub-Committee  of  the  Recon- 
struction Committee.  [Cd.  9079.]  Is.  8d.  Summaries  of  Evidence 
with  Index.     [Cd.  9080.]     1«.  8d. 

Effects  of  the  Agricultural  Depression,  Need  for  a  New  Agri- 
cultural Policy,  Agricultural  Wages,  Price  of  Wheat  and  Oats,  Effect 
of  Guaranteed  Prices  on  Rents,  Method  of  Securing  Increased  Pro- 
duction, Sugar  Beet,  Agricultural  Instruction  and  Research,  Organ- 
isation and  Co-operation,  Small  Holdings,  Village  Reconstruction, 
Reclamation  and  Drainage. 

Final  Report  of  the  Dominions  Royal  Commission.  With  Map. 
Reprinted  in  small  8vo  size,  cloth  bound,     la.  6d. 

Final  Report  of  the  Health  of  Munition  Workers  Committee. 
Industrial  Health  and  Efficiency.  Plates  and  Diagrams.  [Cd.  9065.] 
2s. 

Preliminary  and  Historical  Survey,  Relation  of  Fatigue  and  Ill- 
Health  to  Industrial  Efficiency,  the  Industrial  Employment  of 
Women,  Hours  of  Labour,  Food  and  Canteens,  Special  Industrial 
Diseases,  Cleanliness,  Ventilation,  Heating  and  Lighting,  Welfare 
Supervision. 

Ditto  Memorandum  No.  21 :  The  Causation  of  Industrial  Acci- 
dents.   Diagrams.     [Cd.  9046.] 

Infant  Welfare  in  Germany.  Report  prepared  in  the  Intelligence 
Department  of  the  Local  Oovemment  Board,  1918.     9d. 

Report  of  Committee  on  Relations  between  Employers  and 
Employed,  Conciliation  and  Arbitration.     [Cd.  9061.]     Id. 

Memorandum  by  the  Ministry  of  Reconstruction  and  Minister  of 
Labour  on  Industrial  Councils  and  Trade  Boards.     [Cd.  9085.]     Id. 

Report  of  Enquiry  made  by  the  Ministry  of  Labour  on  the  Origin, 
Constitution,  Procedure,  and  Functions  of  Works  Committees.    6d. 

War  Prices  and  House  Rents.  Department  of  Statistics,  India. 
[No.  581.]  The  general  level  of  wholesale  prices  in  Calcutta  at  the 
end  of  December,  1917,  was  68  per  cent,  higher  than  at  the  outbreak 
of  the  war.  The  corresponding  rise  in  Bombay  was  109  per  cent. ;  in 
Karachi,  94  per  cent.  The  rise  in  retail  price  was  21  per  cent,  in 
Calcutta,  29  per  cent,  in  Bombay,  and  85  per  cent,  in  Karachi.    The 
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rise  in  house  rents  in  1917  compared  with  July,  1914,  was  41  per 
cent,  in  Karachi,  18  in  Bombay,  9  in  Calcutta. 

Note  on  the  Egyptian  Budget.     The  annual  {leports  upon  the 
affairs  of  Egypt,  to  which  the  British  public  looked  forward  with 
interest  in  the  days  of  Lord  Cromer  and  Lord  Kitchener,  have  been 
discontinued  since  the  outbreak  of  the  war,  and  in  his  Note  upon 
the  Budget  of  1918  the  Acting  Financial  Adviser  takes  a  wider  flight 
than  is  usual  in  the  Note.     The  intention  is  laudable  but  the  execu- 
tion is  (perhaps  necessarily)  too  sketchy  to  afford  us  much  definite 
measure  or  indication  of  the  progress  of  the  country.     On  the  other 
hand,  the  financial  details  are  singularly  imperfect.    The  debt  is  not 
mentioned.     Nothing  is  said  of  the  census  taken  last  year,  though 
it6  cost  is  of  importance  even  for  comparison.     The  telephones  pur- 
chased  last  year  are  estimated  to  yield  a  revenue  of  £200,000  as 
against  an  expenditure  of  £140,000;  but  the  terms  of  purchase  are 
not    alluded    to.     The   currency    situation    is    rather    questionably 
defended  but  is  not  elucidated.    The  notes  of  the  National  Bank  of 
Egypt,  a  private  bank,  which  in  1918  oscillated  between  about  IJ 
and  2}  millions  sterling,  are  now  legal  tender,   inconvertible,  and 
amount  to  about  81  millions.     We  are  not  told  how  much  gold  is 
held  against  the  notes.     The  fixed  amount  before  the  war  was  50  per 
cent.,  but  is  now  probably  about  6  millions  against  81  millions  of 
notes.     In  other  words,  the  notes  uncovered  by  gold  have  risen  from 
1  million  to  25  millions.     The  terms  upon  which  the  notes  are  allowed 
by  Government  to  be  issued  are  not  stated,  but  we  are  told  that  "  the 
evidence  is  on  the  whole  against  any  special  inflation  in  Egypt  due  to 
our  currency  system."    The  evidence  chiefly  relied  upon  is  appar- 
ently the  fact  that  the  rise  of  prices  in  Egypt  is  "  probably  less  pro- 
nounced than  elsewhere."    This  would  be  valid  if  gold  and  com- 
modities were  free  to  flow;  but  with  an  embargo  upon  so  many 
imports  and  exports  and  the  restrictions  upon  gold  movements,  the 
level  of  prices  in  Egypt  is  comparable  rather  to  the  level  of  water  in 
a    lock    than   to    sea  level.     And  if  there  is  inflation  in  the  other 
countries  with  which  comparison  is  made  a  parity  of  prices  would 
rather  prove  than  disprove  inflation  in  Egypt.     In  1916  the  realised 
surplus  was  over  2}  millions  out  of  a  revenue  of  about  20  millions. 
For  1917  a  still  higher  surplus  is  expected  when  the  accounts  are 
closed.  For  1918  the  Budget  is  estimated  to  balance  at  £E. 23, 250,000. 
The  Exchequer  is  evidently  during  the  war  in  a  flourishing  condition, 
but  some  interesting  problems  of  finance  lie  ahead. 
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Taxation  of  Capital 

To  the  Editor  of  the  Economic  Joubnal. 
Sir. 

It  is  impossible  to  read  the  three  articles  in  your  June  number 
without  dismay.  That  the  discussions  in  the  daily  Press  and  the 
debates  in  the  House  of  (Commons  should  shew  states  of  mind 
varying  from  mere  currencv-confusion  to  invincible  ignorance  is  not 
surprising :  we  are  prepared  for  anything  from  such  quarters.  That 
an  American  man  of  business  should  have  published  a  great  plan 
for  wiping  ofi  the  war  debt  and  fertilizing  post-war  industry  by  at 
once  issumg  paper  money  to  the  entire  amount  of  the  debt  on  the 
security  of  a  compact  between  the  nations  to  reduce  their  arma- 
ments to  the  dimensions  of  a  domestic  police  force  whikt  keeping 
up  their  military  and  naval  taxation  to  the  1018  level  for  a  hundred 
years  to  come  is  no  worse  than  misht  have  been  expected  from 
the  odd  mixture  of  cautious  sense  aira  reckless  nonsense  which  the 
American  business  climate  seems  to  produce.  But  when  The 
Economic  Joubnal  shows  unmistakable  symptoms  of  the  crazy 
delusion  that  the  thousands  of  millions  we  have  exploded  into 
noxious,  dissipated  gases,  destroying  in  the  process  an  immense  mass 
of  wealth,  both  vital  and  material,  are  still  extant  to  be  taxed  and 
levied  and  ooUeeted,  merely  because  the  figures  which  record  their 
appropriation  are  to  be  foimd  in  the  books  of  the  Bank  of  England 
and  cognate  institutions,  and  are  being  used  to  register  a  legal  claim 
by  the  contributors  to  a  share  in  the  income  of  the  coimtry  (that  is, 
to  future  harvests  as  yet  unreaped,  and  future  outputs  as  yet  non- 
existent), fills  me — sincerely  as  I  respect  Professor  Pigou — with 
consternation  and  doubt  as  to  whether  our  professed  economists 
know  any  more  of  economics  as  distinct  from  stockbroking  than  our 
solicitors  do  of  law  as  distinct  from  bar  practice,  our  doctors  of 
science  as  distinct  from  clinics,  or  our  clergymen  of  theology  as 
distinct  from  ritual. 

Do  they,  like  Mr.  Sidney  Arnold,  who  has  the  excuse  of  being 
only  a  Member  of  Parliament,  regard  as  immediately  available  cash 
the  £14,000  millions  at  which  he  estimates  the  capital  of  the  nation  ? 
Both  in  the  House  of  Commons  and  in  your  colunms  he  has  implied 
that  he  does.  But  when  he  comes  down  to  practice,  all  he  proposes 
is  that  the  Oovemment  should  effect  a  "  levy  on  capital ''  by  simply 
ceasing  to  pay  interest  on  as  much  of  the  War  Loan  as  it  may  resolve 
to  coimsoate,  and  to  accept  other  stocks  on  mortgage.  This  is,  of 
course,  both  feasible  and  constitutional;  but  it  is  confiscation  of 
income,  and  does  not  enable  the  Oovemment  to  anticipate  a  penny 
of  futtu^  income.  The  weak  point  in  Mr.  Arnold's  case  is  that  he 
offers  his  capital  levy  plus  a  subsequent  income-tax  of  2«.  6(f.  in  the 
pound  as  an  alternative  to  an  income-tax  of  7«.  6d.  or  thereabouts. 
But  he  can  give  our  capitalists  no  guarantee  that,  if  they  accept 
the  levy,  the  present  income-tax  of  6<.  will  be  reduced  by  a  single 
farthing,  or  thai  it  will  not  be  increased.  The  candles  of  the  capitalists 
will  be  burned  for  them  at  both  ends  with  the  greatest  cheerfulness 
by  a  Labour  Oovemment,  or  a  Oovemment  depending  for  office  on 
the  Labour  vote. 

Let  us  consider  what  would  happen  if  the  Oovemment  were  to 
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treat  every  man  who  has  given  them  five  pounds  which  it  has  spent 
in  gunpowder  and  burnt  in  Flanders  or  Mesopotamia,  as  if  he  really 
were,  in  your  contributor's  phrase,  **  worth  £5."  They  could,  if 
they  decided  to  tax  him  on  that  assumption,  take  the  American 
gentleman's  advice  to  the  extent  of  issuing  paper  money  to  the 
amount  of  the  levy  and  putting  it  into  immediate  circulation. 
"Suppose  they  decided  on  a  10  per  cent,  levy,  and  that  this  amounted 
to  1,000  millions  (which  is  quite  likely,  much  as  I  should  prefer  to 
expect  8,000).  Let  us  assume  that  tiie  spare  money  available  as 
new  capital  for  the  year  was  400  millions.  This  being  the  sole 
reality  at  the  back  of  the  paper  issue,  it  would  promptly  depreciate 
until  the  whole  bulk  of  it,  despite  its  face  value  of  1,000  millions, 
would  be  worth  only  400  millions. 

This  does  not  apply  to  burnt  gunpowder  alone:  it  is  equally 
true  of  railways,  mines,  factories,  and  "fixed  capital"  generally. 
You  cannot  eat  tunnels  and  embankments  or  pit  shafts,  nor  pay 
debts  with  them :  you  can  use  them  for  the  production  of  income 
and  for  that  only.  If  the  capital  of  the  country  were  multiplied  a 
millionfold  we  should  still  have  to  live  from  hand  to  mouth:  any 
attempt  on  our  part  to  **  realize  "  would  end  in  our  realizing  only 
that  applied  capital  is  not  available  for  consumption. 

To  the  man  of  business  this  seems  absurd.  What  is  the  use,  be 
asks,  of  telling  me  that  I  cannot  realize  my  capital  when  I  have 
done  it  again  and  again  and  se^  men  doing  it  every  day?  He 
believes,  because  he  sees  people  living  by  taking  in  washing,  that 
we  can  all  live  by  taking  in  one  another's  washing.  Never  having 
reached  the  limit  of  possible  realisation,  or  seen  it  reached,  he  does 
not  know  that  this  limit  is  the  newly  accumulated  spare  money 
seeking  investment  at  the  moment.  If  it  be  four  himdred  millions, 
then  capitalists  desiring  to  realise  (that  is,  to  anticipate  their  next 
twenty  years'  income)  can  find  investors  who,  wishing  to  postpone 
consumption  of  twenty  years'  spare  subsistence,  will  swop  with  them 
to  the  extent  of  four  himdred  millions.  But  if  the  Government,  by 
a  levy  of  10  per  cent,  on  capital,  forced  capitalists  to  attempt  to 
realise  to  the  extent  of  1,000,  or  1,500,  or  2,000  millions  (according 
to  the  various  estimates),  it  would  not  get  a  farthing  more  in  hand 
than  the  four  hundred  millions;  for  the  value  of  the  stocks  would 
go  down  to  that  simti  no  matter  what  its  nominal  figure  might  be. 
Even  in  such  a  trifling  levy  on  capital  as  the  death  duties  there  is 
not  a  single  instance  known  to  me  in  which  Somerset  House  has  not 
had  to  allow  the  payment  to  be  spread  over  a  period  of  years.  There 
is  never  anything  to  tax  or  levy  on  but  spare  income;  and  Jevons 
never  displayed  the  peculiar  sense  of  reality  which  distinguished 
him  as  an  economist  better  than  when  he  defined  capital  as  spare 
money. 

Capital  is,  in  fact,  spare  subsistence ;  and  when  this  spare  sub- 
sistence is  once  consumed  by  workers  in  the  act  of  making  means  of 
production,  no  further  consumption  is  possible  except  of  tiie  product 
as  it  comes  year  by  year  or  hour  by  hour.  Even  a  building  left 
without  repair  cannot  be  used  by  anyone  for  more  than  sixty  minutes 
every  hour;  and  any  man  attempting  to  "  realize  "  it  by  living  in  it 
sixty  hours  a  day  would  find  himself  very  much  in  the  position  of 
one  trying  to  live  on  the  square  root  of  minus  a  million.  Professor 
Pigou's   suggestion   of  taxing  the  capital  represented   by   personal 
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ability  is  open  to  the  same  objection.  Shakespear  made  a  fortune 
by  his  ability;  and  since  his  death  many  other  men  have  made 
fortunes  by  it.  Some  have  lost  them.  Suppose  Shakespear 's 
genius,  when  he  was  a  young  poacher  of  twenty,  had  been  valued 
at  a  million :  a  very  reasonable  figure  I  Professor  Pigou  might  have 
helped  Queen  Elizabeth  to  assess  a  tax  on  it;  but  all  the  Queen's 
horsQs  and  all  the  Queen's  men  could  not  have  collected  it. 

The  practical  conclusion  is  that  the  (Government  can  stop  paying 
interest  to  British  subjects  on  the  War  Loan,  and  can  also  confiscate 
our  industrial  stocks  and  put  the  dividends  in  the  national  exchequer 
in  future.  If  it  will  redistribute  them  satisfactorily  I  have  no 
objection ;  for  it  has  been  as  plain  as  the  sun  in  heaven  for  fifty  years 
past  that  the  present  distribution  of  income  is  absurd,  and  that  redis- 
tribution of  income  is  bound  in  all  developed  coimtries  to  take  the 
place  of  such  comparative  trivialities  as  redistribution  of  parlia- 
mentary seats.  But  by  no  mortal  means  can  the  Oovemment 
ever  have  more  to  distribute  than  the  income  of  the  moment.  On 
the  Stock  Exchange  to-day  a  few  men  can  swop  their  claim  to  a 
quarter  of  wheat  from  the  1080  harvest  for  an  inmiediate  banquet 
at  the  Savoy;  but  the  ultimate  buver  will  have  to  wait  until  1080 
for  his  wheat.  As  far  as  the  available  wealth  is  concerned,  it  matters 
not  whether  it  be  confiscated  by  a  high  income-tax  or  by  a  capital 
levy :  the  world  cannot  live  beyond  its  income  either  way.  Which- 
ever method  we  adopt  we  must  adopt  it  with  our  eyes  wide  open  to 
this  fact;  for  if  we  insanely  imagine  that  we  can  "realize''  next 
year's  output  this  year  (to  say  nothing  of  the  output  of  twenty 
years  hence),  a  crash  must  ensue  which  will  discredit  the  whole 
scheme.  But  if  we  keep  within  possibilities  by  asking  for  no  more 
at  a  time  than  the  existing  spare  income,  by  spreading  the  payments 
over  a  number  of  years  or  otherwise,  then  we  may  not  only  force 
certain  extravagant  people  to  spend  less,  but  incidentally  nationalize 
industry  by  transferring  the  snares  to  the  Oovemment.  Whether 
either  of  these  operations  be  desirable  is  an  open  question.  What 
is  not  an  open  question  is  that  unless  we  know  exactly  what  we  are 
doing,  the  South  Sea  bubble  will  be  the  merest  joke  compared  to 
an  attempt  to  pay  off  the  cost  of  the  war  by  "  taxation  of  capital." 

Finally,  may  I  say  that  it  may  seem  incredible  that  considerations 
so  obvious  as  those  I  have  pointed  out  should  have  escaped  econo- 
mists, financiers,  and  men  of  business?  I  was  incredulous  myself 
for  some  time;  but,  having  read  the  debate  on  Mr.  Arnold's  proposal, 
and  most  of  the  City  articles  dealing  with  the  question,  as  well  as  the 
utterances  of  the  economists,  I  am  driven  to  the  conclusion  that  even 
experts  are  subject  to  the  illusion  created  by  Stock  Exchange  opera- 
tion that  stocks  on  the  whole  are  immediately  realizable  assets. 

Yours  truly, 

O.  Bernard  Shaw. 


The  Editor  has  invited  me  to  write  something  in  reply  to  the 
foregoing  letter.  I  can  do  this  very  briefly.  Mr.  Bernard  Shaw 
has  enunciated,  with  characteristic  ornamentation,  two  propositions. 
The  first  is  that  resources  which  have  been  blown  away  in  the 
operations  of  war  are  no  longer  available;  the  second,  that  most 
forms  of  capital,  such  as  railways  and  mines,  cannot  be  "realised," 
in  the  sense  of  being  rendered  susceptible  to  consumption.     Both 
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these  propositions  (I  do  not  include  all  the  surrounding  ornamenta- 
tion) are  true.  Neither,  so  far  as  I  can  recollect,  is  denied  in  any 
of  the  three  articles  upon  which  Mr.  Shaw  purports  to  comment. 
In  my  own  article  they  are  both  explicitly  affirmed.  Neither  of  them 
has  the  least  relevance  as  an  argument  against  a  levy  on  capital  carried 
out  in  the  manner  and  for  the  purpose  there  proposed.  I  have  not 
suggested  that  the  State  should  collect  and  hand  over  for  consumption 
either  the  relics  of  exploded  shells  or  surviving  railway  embankments. 
The  proposal  is  that,  instead  of  intervening  annually  for  an  indefinite 
period  to  transfer  actual  income  from  taxpayers  to  holders  of  Govern- 
ment debt,  it  should  interfere  once  only,  to  wipe  oft  a  substantial 
part  of  the  debt,  by  transferring  income-yielding  instrumente.  I 
appreciate — and  reciprocate — Mr.  Bernard  Shaw's  kindly  sentiment 
of  respect.  But  I  should  have  appreciated  it  still  more  had  it  led 
him  to  inform  himself  of  what  my  article  contained  before  he  set 
out  to  criticise  it.  A.  C.  PiGou. 

P.S. — Since  the  ornamentation  about  Shakespeare  refers  specially 
to  me,  perhaps  I  should  not  pass  it  by  altogether.  There  are,  as  I 
indicated,  serious  difficulties  in  the  way  of  a  supplementary  tax  upon 
the  immaterial  capital  of  ability.  But  that  urged  by  Mr.  Shaw  is 
not  one  of  them.  For,  first,  as  I  explained,  this  tax  would'  not  be 
levied  in  a  lump  sum,  but  annually.  Secondly,  the  capital  value  of 
ability  was  defined  as  the  discounted  value  of  the  income  that  it  is 
expected  to  bring  in  to  its  owners.  It  is  obvious  that  in  this  sense, 
the  only  one  here  relevant,  the  capital  value  of  Shakespeare's  genius 
at  twenty  cannot  have  been  more  than  a  few  thousand  pounds.  To 
name  in  this  connection  such  a  figure  as  a  million  is  a  grotesque 
equivocation.  It  is  like  objecting  to  an  ad  valorem  tax  on  the  sale 
of  copyright,  that,  since  Paradise  Lost  is  "  worth  "  several  hundred 
thousands,  such  a  tax  would  have  ruined  Milton.  A.  C.  P. 


As  I  have  had  an  opportunity  of  reading  Professor  Pigou's  letter 
in  proof,  I  am  glad  to  have  his  support  in  my  main  and  nationally 
vital  contention.  But  if  he  will  reread  his  article  carefully,  he  will, 
I  think,  find  in  it  what  any  very  ordinary  reader  (say  a  Member  of 
Parliament)  would  take  to  be  an  assumption  that  it  is  possible  to  pay 
off  at  once  not  only  10  per  cent,  of  the  cost  of  the  war  by  taxing 
capital  but  even  25  or  50  per  cent.  No  doubt  Professor  Pigou,  not 
realizing  the  degree  to  which  the  error  I  have  exposed  prevails  (it 
is  rampant  in  the  third  article,  and  only  restrained  by  a  practical 
business  sense  of  the  difficulty  of  realization  in  the  second)  con- 
sidered that  he  had  sufficiently  guarded  himself  from  misunder- 
standing; but  if  he  had  succeeded  in  doing  so  I  should  have  been 
eager  to  claim  him  as  an  authority  on  my  side. 

I  confess  I  am  not  even  yet  convinced  that  he  is  quite  free  from 
the  illusion  that  capital  values  really  exist.  What  are  we  to  make 
of  his  discussion  of  the  case  of  Shakespear?  He  says  that  my 
suggestion  that  Shakespear's  genius  might  have  been  capitalized  at 
a  million  is  "  an  equivocation.*'  Apparently  what  he  means  is  that 
the  estimate  is  excessive,  as  '*  the  capital  value  of  Shakespear's 
genius  at  twenty  cannot  have  been  more  than  a  few  thousand 
pounds.'*  Now  I  probably  know  a  good  deal  more  about  theatrical 
profits  than  Professor  Pigou ;  but  if  he  will  not  accept  my  >>utbority 
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I  will  accept  his  for  the  sake  of  argument,  and  estimate  the  capital 
value  at  £2,500.  A  10  per  cent,  levy  on  that  would  have  been  ^^250. 
A  1  per  cent,  levy  would  have  been  £25.  An  attempt  to  collect 
either  sum  from  the  twenty-years-old  Shakespear  would  have  resulted 
in  the  discovery  that  the  £2,500  was  a  figment.  Would  any  sane 
Elizabethan  at  that  time  have  advanced  Shakespear  a  single  shilling 
on  the  security  of  "the  discounted  value  of  his  future  income  **? 

No  economist  would  "object  to  an  ad  valorem  tax  on  the  sale  of 
copyright  **  on  the  ground  that  "  since  Paradise  Lost  is  worth  several 
hundred  thousands  [it  is  worth  nothing  commercially,  by  the  way, 
as  there  is  no  copyright  in  it] ,  such  a  tax  would  have  ruined  Milton." 
But  every  economist  who  understands  his  profession  would  object 
to  a  tax  on  the  potentialities  of  penniless  genius.  A  copyright,  which 
ran  attach  to  an  achieved  work  only,  is  a  productive  property.  When 
I  produce  a  manuscript,  and  the  law  gives  me  the  power  to  withhold 
it  from  publication  or  performance  on.  my  own  terms,  I  am  in  the 
position  of  the  landlord  of  a  freehold.  I  "can  live  on  the  income  of 
the  freehold  by  cultivating  it  myself  as  a  publisher  or  manager,  or  by 
leasing  it  to  a  publisher  or  manager.  Or,  if  I  desire  to  anticipate 
the  income,  I  can  sell  it  outright  to  some  person  who,  having  a  fund 
of  spare  subsistence,  desires  to  postpone  consumption  of  it.  What 
it  will  fetch  will  be  determined  by  the  current  supply  and  demand 
in  spare  subsistence  and  by  the  attraction  of  a  gamble  in  a  very 
hazardous  sort  of  property.  But  the  sale  once  effected,  the  price 
can  be  taxed  without  taxing  capital  values,  because  the  price  has 
necessarily  been  paid  out  of  spare  income.  The  stuff  that  the  money 
represents  is  there.  When  Shakespear  was  twenty,  the  money  made 
rby  Sir  Henry  Irving  when  performing  Hamlet  was  not  there,  and 
could  not  by  any  possibility  have  paid  for  the  equipment  of  Drake's 
ships  against  the  Armada.  In  short,  you  cannot  tax  copyrights. 
You  can  tax  publishers'  profits  and  theatrical  profits  and  authors' 
fees;  and  you  can  levy  on  the  price  paid  for  copyrights  when  they 
are  sold  outright,  because  they  all  come  out  of  income ;  but  you  cannot 
tax  copyright  as  what  Dr.  Johnson  called  "  the  potentiality  of 
becoming  rich  beyond  the  dreams  of  avarice."  In  making  that 
distinction  I  am  not  writing  "ornamentally,"  but  exactly.  Pro- 
fessor Pigou  may  mean  that  exactitude  is  the  highest  ornament  of 
style ;  but  if  so,  he  has  left  this  point,  too,  a  little  obscure.  I  really 
do  not  think  I  am  guilty  of  obfuscating  economic  argument  by  the 
fascinations  of  belles  lettres.  G.  B.  S. 


Current  Topics. 


With  the  impartiality  on  matters  of  current  controversy 
usual  in  The  Economic  Journal  we  now,  after  allowing  the 
advocates  of  a  Levy  on  Capital  to  have  their  say  in  our  last 
number,  invite  our  readers  to  hear  the  other  side.  The  first  two 
articles  in  the  present  number  dealing  with  the  subject  are  sup- 
plemented by  the  criticisms  of  Mr.  Pethick  Lawrence's  proposal 
which  Mr.  Henry  Higgs  contributes  to  the  Reviews,  and  by 
Mr.  Bernard  Shaw's  observations  printed  above. 
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Some  of  the  arguments  against  the  projected  levy  were  ex- 
pounded at  the  last  meeting  of  the  National  Bank  of  New  Zealand 
by  the  Chairman,  Mr.  Pember  Reeves  (reprinted  in  The  Thne^ 
of  July  25th).  Assuming  the  debt  after  the  war  to  be  £7,500 
million  and  the  taxable  capital  £1,200  million,  he  argued  that  in 
order  to  pay  off  half  the  debt  there  would  be  required  an  impost 
of  over  30  per  cent,  (to  pay  off  two-thirds  41  per  cent.)  collected 
quickly,  say  in  three  or  four  annual  instalments.  The  selling 
value  of  all  securities  would  be  reduced  thereby.  "  With  a  gloom 
of  a  20  to  40  per  cent,  levy  impending  over  them  buyers  would 
not  be  disposed  to  give  the  same  prices  as  before."  The  reduction  in 
the  value  of  securities  would  involve  a  reduction  in  the  accommo- 
dation given  by  banks.  If  the  taxpayers  are  to  be  allowed  to 
choose  which  part  of  their  property  they  will  contribute  "  the 
result  would  be  to  turn  the  Eevenue  Department  into  something 
like  an  Old  Curiosity  Shop  and  a  lost  property  office."  If  the 
Government  were  content  to  become  a  mortgagee,  until  the  mort- 
gages were  paid  off  the  debt  would  remain.  Masses  of  property 
awaiting  realisation  would  further  depress  prices  of  capital.  As 
to  the  suggestion  that  holders  of  War  Loan  should  take  the 
conscripted  securities  in  exchange  for  their  bonds,  Mr.  Beeves  asks 
*'  On  what  terms?  "  and  rules  out  the  proposal  as  "  muddled  and 
impracticable."  The  resort  to  banks  would  diminish  their  liquid 
capital.  Banks  would  have  to  remain  mortgagees  on  a  vast  scale 
for  years.  Moreover,  the  community  would  not  be  freed  from 
debt.  The  War  Loan  might  be  partly  paid  off,  but  the  traders 
and  industrialists  would  owe  most  of  the  money  to  the  lending 
institutions.  Also,  working  capital  would  be  diminished.  True, 
"  the  money  merely  passes  from  X  to  Y.  Yes ;  but  Y's  £10,000  of 
War  Loan,  a  first-class  piece  of  property,  is  extinguished."  "  The 
working  capital  of  the  community  is  for  the  time  £10,000  less." 
There  would  be  great  difficulty  in  assessing  capital,  e.g.,  the 
funds  of  trade  co-operative  societies  and  insurance  companies. 
What  of  "  the  creditors  who  have  lent  their  money  on  the  faith 
of  most  solemn  and  reiterated  promises  that  both  principal  and 
interest  would  be  secure^"  ?  "  It  is  no  excuse  for  fleecing  your 
creditors  that  you  strip  other  people  also."  It  is  grossly  inequitable 
that  the  owners  of  national  capital  should  be  picked  out  for 
exaction  while  professional  men,  writers,  actors,  etc.,  pay  little 
or  nothing.  In  fine,  saving  would  be  deterred  by  penalising  the 
provident  while  allowing  the  spendthrift  to  escape.  The  only 
mode  of  lightening  the  burden  of  debt  that  Mr.  Beeves  can 
suggest  is  to  "  maintain  credit,  confidence,  and  enterprise";  and 
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SO,  as  short-dated  War  Loans  fall  in,  "  to  borrow  the  large  sums 
required  to  pay  them  off,  at  reduced  rates  of  interest.'* 


The  series  of  conferences  of  working-class  associations  held 
under  the  auspices  of  the  Council  of  Buskin  College,  as  mentioned 
in  former  numbers  of  the  Journal,  was  continued  at  Manchester 
in  May  last,  when  150  delegates,  representing  some  90  trade 
unions,  co-operative  societies,  and  other  working-class  bodies, 
attended  the  fourth  conference.  The  subject  under  discussion  was 
The  State  and  Industry  during  the  War  and  After,  and  papers  on 
The  State  and  the  Citizen,  The  State  and  the  Producer,  and  The 
State  and  the  Consumer  were  read  by  Mr.  H.  Sanderson  Furnisa, 
Principal  of  Buskin  College,  Mr.  Hilton,  of  the  Oarton  Founda- 
tion, and  Mr.  J.  J.  Mallon,  secretary  of  the  National  Anti-Sweat- 
ing League.  The  papers,  with  a  full  report  of  the  discussions  to 
which  they  gave  rise,  have  been  published  by  Buskin  College  in 
the  fcmn  of  a  booklet,  which  is  the  fourth  volume  of  the  Re-organi- 
sation  of  Industry  Series,  pnce  Is.,  post  free. 

In  addition  to  the  work  of  these  conferences  Buskin  College, 
while  still  unable,  owing  to  the  war,  to  receive  residential  students 
as  formerly,  has  been  able  to  make  an  important  new  departure 
by  holding  at  S.  Edmund  Hall,  Oxford,  during  the  months  of 
July  and  August  of  this  year,  a  summer  school  for  trade  union 
officials  and  others.  This  is,  we  believe,  the  first  occasion  on 
which  a  body  of  trade  union  officials  have  at  their  own  request 
c(Hne  up  to  Oxford  for  a  course  of  study,  not  merely  with  the 
object  of  increasing  their  knowledge  of  the  technical  details  of 
their  trade  union  work,  but  for  the  study  of  economics,  industrial 
law,  and  trade  union  problems — for  education  in  a  broad  sense 
of  the  word. 


The  Committee  of  the  British  Association,  Economic  Section, 
whose  reference  is  "  The  effects  of  the  war  on  credit,  currency, 
and  finance,"  appointed  last  November  a  sub-committee  to  con- 
sider possible  amendments  in  the  income-tax.  The  sub-committee 
have  circulated  a  questionnaire  containing  some  leading  ques- 
tions. For  instance  :  "  Would  you  suggest  any  reductions  or  in- 
creases in  exemptions,  abatements,  oc  allowances?"  Another 
question  suggests  a  doubt  whether  the  distinction  between 
"  earned"  and  '*  unearned  "  income  is  sound ;  another  question  is, 
whether  the  ''  source  "  of  a  man's  income  is  more  important  than 
the  claims  on  it.     We  understand  that  the  sub-committee  has 
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been  diecuseing  the  scales  which  might  be  recommended  for  a 
poBt-war  income-tax,  but  that  it  ha§  not  yet  come  to  a  decision. 


The  Government  have  decided  to  appoint  a  Committee  "  to 
investigate  and  report  as  to  the  relations  which  should  be  main- 
tained between  the  wages  of  women  and  men,  having  regard  to 
the  interests  of  both,  as  well  as  to  the  value  of  their  work.  The 
recommendations  should  have  in  view  the  necessity  of  output 
during  the  war,  and  the  progress  and  wellbeing  of  industry  in 
the  future."  The  Committee  will  consist  of  The  Hon.  Mr. 
Justice  Atkin  (Chairman),  Dr.  Janet  Campbell,  Sir  Lynden 
Macassey,  K.C.,  K.B.E.,  Sir  W.  W.  Mackenzie.  K.C.,  K.B.E., 
Mrs.  Sidney  Webb. 


The  Newmarch  Lectures  at  University  College  will  be  given 
this  year  by  Mr.  Henry  Higgs — the  third  course  which  he  has 
given  in  succession.  The  subject  of  this  year's  course  will  be 
Financial  Statistics,  The  lectures  are  open  to  the  public  without 
fee  or  ticket.  The  first  lecture — on  The  National  Balance-Sheet — 
will  be  at  6.15  p.m.  on  Wednesday,  November  6th. 


Corrigendum. 
On  p.  238  of  the  June  number  of  The  Economic  Journal  for 
L.E.P."  read  "  L.E.F." 
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Journal  of  the  Statistical  Society. 

May,  1918.  The  Bases  of  Local  Taxation  in  England,  E.  J.  Harpeb. 
An  exposition  of  the  existing  system  presents  defects  for  which 
reforms  are  proposed.  The  reader's  views  on  incidence  of  taxa- 
tion were  disputed  by  Mr.  Edward  Bond.  The  Industrial  Posi- 
tion  of  Italy,  Prof.  !b.  Attolico  and  Dr.  F.  Giannini.  On  the 
Future  of  Statistics,  Harald  Westeboaard.  A  methodological 
study  referring  to  the  paper  read  by  the  author  before  the 
American  Statistical  Association,  and  the  criticism  of  that  paper 
in  the  Journal  of  the  Statistical  Society  for  1917. 

Quarterly  Review. 

April,  1918.  The  Grievances  and  Aims  of  Labour,  A  Skilled 
Artisan.  Lucid  and  apparently  reasonable  explanations  are 
given  as  to  the  views  of  Labour  on  profiteering,  the  influence  of 
Syndicalism,  Socialism  and  Pacificism,  shop  stewards,  and  other 
burning  topics. 

The  Edinburgh  Review. 

July,  1918.  National  Expenditure.  J.  A.  R.  Marriott,  M.P. 
Problems  of  British  Banking.     C.  S.  Addis. 

The  Nineteenth  Century, 
August,  1918.     The  New  Marxism,    Edwin  Bevan. 

The  Contemporary  Review. 

July,  1918.  Capital  after  the  War,  Sib  Hugh  Bell.  How  to 
Prevent  Banking  Monopoly.  Sidney  Webb.  **  The  only  remedy, 
ultimately,  ...  is  for  the  community  to  take  the  monopoly  into 
its  own  hands.**     Meanwhile  transitional  remedies  are  available. 

August.  The  Control  of  Prices,  A.  C.  Pioou.  Maximum  prices 
rather  than  excess  profits  taxes  are  the  proper  corrective  of 
profiteering  as  to  articles  necessary  for  the  poor.  Maximum 
prices  involve  rationing  to  avoid  chaos  in  distribution.  Their 
tendency  to  reduce  production  is  not  now  very  operative,  pro- 
duction being  already  limited  by  deficient  tonnage  and  other 
incidents  of  war.  Various  methods  of  regulating  price— each 
regulation  being  the  fruitful  mother  of  many  others — are  illus- 
trated by  concrete  examples. 


Digitized  by 


Google 


354  THE  BOONOMIO  grOUBNAL  [SBPT. 

Better  Business  (Dublin). 

AuousT,  1918.  This  number  contains  two  descriptive  articles  on 
The  Irish  Shirtmaking  Indtistry,  and  on  Co-operation  in  the  New 
World  in  dealing  with  nuts  and  berries;  and  three  theoretical 
or  speculative.  The  Next  Step  in  Co-operative  Production,  Co- 
operative Productive  Societies  in  the  Future,  and  Co-operative 
Production, 

Studies  (Dublin). 

June,  1918.  This  number  of  the  Irish  quarterly  review  of  Letters, 
Philosophy,  and  Science  includes  a  "Symposium"  on  Four 
Years  of  Irish  Oeonomics  (1914-1918).  Mr.  Oeorge  Bussell 
("  A.  E."),  complaining  that  the  officials  of  food  control  regu- 
lated the  profits  of  the  distributors  on  too  generous  a  scale, 
recommencts  that  every  rural  district  in  Ireland  should  become 
self-supporting — "  eat  its  own  bread  milled  in  its  own  mills  and 
baked  in  its  own  bakeries  "  co-operatively.  "  Life  wiU  be  more 
interesting  in  the  country-side,*'  and  productive  power  will  be 
so  much  increased  that  there  will  be  more  food  available  for 
the  townspeople  and  for  export.  Mr.  Edwabd  Lysaoht  testifies 
from  personal  experience  that  four  years  have  converted  agri- 
culture from  a  very  poor  business  into  a  moderately  good  one, 
notwithstanding  the  ineptitude  of  innumerable  Oovemmeni  con- 
trollers. Mr.  £.  J.  RioRDAN  contends  that  there  is  a  systematic 
boycott  of  Irish  industrial  resources  by  British  Government 
Departments. 

Bengal  Economic  Journal  (Calcutta). 

April,  1918.  The  Appreciaiion  of  Silver,  J.  C.  Coyaoeb.  The 
After-war  Price  of  Silver.  Oilbert  Slater.  Our  Currency 
Problems.  B.  F.  Madan.  Industrial  Development  of  South 
India.  Oilbert  Slater.  Co-operation,  B.  A.  Coluns.  In- 
dustrial Development.  E.  A.  Horne.  The  Labour  Question 
in  India,    H.  S.  Jbvons. 

Journal  of  the  Indian  Economic  Society  (Bombay). 

March,  1918.  To  stimulate  and  focus  the  thoughts  and  energies  of 
all  interested  in  the  economic  advancement  of  the  Indian  people 
is  described  in  an  editorial  as  the  object  of  this  new  Journal. 
The  Indian  Budget  for  1918-9.  V.  G.  Kale.  The  Vtllagfi  in 
the  Melting-pot.  Oilbert  Slater.  Beferring  to  Prof.  Jevons' 
proposals  (at  the  Poona  Conference  last  December)  for  the  appli- 
cation to  India  of  the  principle  of  the  English  Enclosure  Acts, 
Prof.  Slater  points  out  that  those  Acts  were  not  an  unmixed 
benefit.  The  Organisation  of  Research  in  India.  N.  M. 
MuRUMDAR.  Capital  and  the  Rate  of  Interest  after  the  War. 
M.  J.  Antia. 

The  Quarterly  Journal  of  Economics  (Cambridge,  Mass.). 

May,  1918.  How  to  Promote  Foreign  Trade,  F.  W.  Taussig.  After 
exposing  several  popular  misconceptions  concerning  foreign  trade 
and  four  dubious  devices   for  promoting   it  (export  bounties, 
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reduced  rates  for  transportation  of  goods  for  export,  reduced 
prices  of  such  goods,  discriminating  duties  in  foreign  countries), 
Prof.  Taussig  advises  cultivating  at  home  industrial  efficiency 
and  abroad  **  the  spirit  and  the  letter  of  the  open  door."  Recent 
Railroad  FailureB  and  ReorganiiaJtions,  Stuabt  Daooett.  A 
Study  on  the  Incidence  of  an  Increment  Value  Land  Tax.  Gael 
C.  Plehn.  The  effects  of  an  increment  tax  of  the  British  type 
are  analysed,  and  illustrated  by  numerical  examples,  and  com- 
pared with  the  general  property  tax  in  the  United  States.  Fixed 
Coats  and  Market  Price.  Spuboeon  Bell.  The  Operation  of 
the  Maasachuaetta  Income  Tax.    Chables  Bullock. 

The  American  Economic  Review  (Cambridge,  Mass.). 

JuNB,  1918.  Inflation.  E.  W.  Kemmebeb.  **  Inflation  occurs  when 
at  a  given  price  level  a  coimtry's  circulating  media — cash  and 
deposit  currency — increase  relatively  to  trade  needs.*'  Such  an 
increase  has  occurred  in  the  United  States  with  bad  results. 
Credit  Expanaion  under  the  Federal  Reserve.  H.  L.  Bebd. 
Price  Maintenance.  A.  R.  Tobdal.  The  Problem  of  Labour 
Turnover.  Paul  H.  Douglas.  Profita  of  Efficiency.  C.  J. 
FoBBMAN.  Is  Utility  the  Most  Suitable  Termf  Ibving  Fisheb. 
*'  The  two  terms  '  want '  and  '  wantability '  might  well  be  used 
alternatively."  A  "unit  of  '  u^antability  *  *'  might  be  called  a 
**  wantab." 

Under  the  head,  "  Who  is  the  Twentieth  Century  Mande- 
ville?"  Prof.  Seligman  replies  vigorously  to  Prof.  Patten's 
sarcasms  with  reference  to  public  credit. 

Political  Science  Quarterly  (New  York). 

June,  1918.  Bentham*s  Felicific  Calculus.  Wesley  C.  Mitchell. 
A  formidable  attack  on  the  utilitarian  philosophy,  supported  by 
extracts  from  Bentham's  manuscripts  published  by  Hal^yy  in 
his  Formation  du  Radicaliame  Philosophique .  Legal  Theories  of 
Protfit.  C.  J.  FoBEMAN.  The  Food  Supply  of  Russia.  H.  C. 
Shebman. 

Journal  of  Political  Economy  (Chicago). 

Apbil,  1918.  The  Chicago  Milk  It^uiry.  C.  S.  Duncan.  A 
problem  in  price-fixing;  not  solved  to  the  satisfaction  of  the 
writer.  Nassau  W.  Senior.  I.  8.  Leon  Levy.  A  description 
of  Senior's  career  introduces  a  studv  evoked  by  the  discovery 
of  manuscripts  containing  unpublished  lectures.  Political 
Economy  and  Social  Process.  C.  H.  Coolby.  The  Place  of 
Value  Theory  in  Economics.    W.  H.  Hamilton. 

May,  1918.  The  War  Labor  Program.  L.  C.  Mabshall.  The  War 
Risk  Insurance  Act.  Paul  H.  Douglas.  Commercial  Banking 
and  Capital  Formation.  H.  G.  Moulton.  Nassau  Senior,  II. 
8.  L.  Lbvy.  a  foretaste  of  the  lectures  discovered  (in  manu- 
script) by  the  writer,  showing  that  Senior  was  not,  as  commonly 
represented,  a  mere  doctrinaire. 

June,  1918.  The  War  Industries  Board:  its  Development,  Organisa- 
tion, and  Functions.     C.   N.  Hitchcocb.     The   World*s   Coal 
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Situation  during  the  War.  I.  W.  Notz.  The  Requi^itea  of 
a  National  Food  Policy.  W.  H.  Hamilton.  Principles  for  the 
guidance  of  the  consumer,  the  producer,  and  the  Govenunent 
are  laid  down. 

Annals  of  American  Academy  (Philadelphia). 

May,  1918.     This  number  is  devoted  to  Social  Work  with  Familiet. 

July,  1918.  The  subject  of  this  number  is  Mobilising  America  for  the 
War,  which  is  treated  under  six  heads,  comprising  in  all  thirty- 
two  articles,  for  instance,  on  the  mobilisation  of  women,  elimi- 
nating vice  from  camp  cities,  stimulating  labour  efficiencv  in 
war  times.  Under  the  fourth  head.  The  Making  of  a  War  Budget^ 
VtoL  Irving  Fisher  teaches  that  "  our  real  part  in  financing  the 
war  is  good  old-fashioned  thrift  or  saving.  '  Prof.  S.  Pattkn 
dilates  on  The  Fallacy  of  Price^bidding — ^the  rise  of  prices  does 
not  tend  to  increase  production.  The  mobilisation  of  the  public 
mind  forms  the  last  heading,  comprising  a  plea  for  Freedom  in 
Discussion  in  War  Time,  by  Norman  Anoell. 

The  Military   Historian  and  Economist   (U.S.A.). 

April,  1918.  Are  We  in  Danger  of  Becoming  Prussianised  f  T.  N. 
Carver.  The  difference  between  the  regime  of  compulsion  and 
that  of  volimtary  agreement  is  greater  than  the  difference 
between  forms  of  liberalism  (repubUc  or  constitutional  monarch). 
Compulsion  is  necessary  in  war.  Why  not  for  an  industrial 
army  in  peace?  Its  object  is  not  so  definite  and  unique  as  that 
of  a  real  army — victory.  Besides,  war  requires  speed  and 
secrecy.  As  to  the  prospects  of  liberalism  with  the  voluntary 
system,  all  depends  on  the  capacity  of  a  people  to  stand  pro- 
sperity. A  system  "  in  which  the  ideals  of  the  peoples  were  per- 
verted toward  the  economy  of  happiness,  toward  getting  the 
largest  number  of  pleasurable  sensations  out  of  life,  would  in- 
evitably fail  when  it  came  in  competition  with  a  system  in  which 
productive  activities  and  constructive  achievement  were  them- 
selves the  great  sources  of  direct  and  immediate  satisfaction.'* 

Among  recent  publications  of  the  U.S.  Bureau  of  Labor  Statistics 
may  be  noticed  Food  Situation  in  Central  Europe,  1917.  April. 
1918. 

L'Egypte  Contemporaine  (Cairo). 

January,  1918.  La  contrabande  douani^re  en  Egypte.  J.  Achkar- 
Bonnet.  The  experience  and  suggestions  of  a  Customs  official, 
who  argues  in  favour  of  substituting  specific  for  ad  valorem 
duties  and  for  strengthening  the  penal  law  and  procedure  against 
smuggling.  L* organisation  des  industries  en  guerre  en  Angle- 
terre,  M.  S.  Amos.  An  inside  account  of  the  organisation  and 
functions  of  our  Ministry  of  Munitions. 

February.  La  distribution  du  credit  en  Egypte  et  la  menace  d'une 
crise  de  speculation.     Dr.  I.  G.  Levi. 

March.     A  propos  de  la  menace  d'une  crise.     Dr.  I.  G.  Levi. 

April.  Les  economies  de  combustibles  actuelles  et  futures.  F.  db 
Lancker. 
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Journal  des  Economistes  (Paris). 

May,  1018.  Une  proteatation  contre  la  bureaucratie  britannique. 
Testis  Senior.    Lamartine  oraieur  d'aff aires.    Paul  Muller. 

June,  1918.  Le  renouvellemeni  du  privUige  de  la  Banque  de  France. 
Yves  Guyot.  Les  finances  du  Royaume-Uni  (1917-8-9). 
W.  M.  J.  Williams.  A  useful  conspectus  of  recent  English 
finance.  Troisieme  rapport  atir  len  dipensea  publiquea  en  Angle- 
terre.    A.  Baffalovich. 

July,  1918.  Le  colon  et  la  aiderurgie.  Yves  Guyot.  Aveuglement 
monStaire.  A.  Baffalovich.  Directed  against  Mr.  Lark- 
worthy's  monetary  ideals.  Le  Tabac  depuis  la  guerre,  G.  Dela- 

MOTTB. 

Jahrbiicher  fur  Nationalokonomie  (Jena). 

June,  1918.  Vom  Begriff  der  Wirtsehafi  xum  Begrifftgebaude  der 
Volkswirtschaftlehre.  O.  Spann.  Die  Furaorge  der  Staatea  fur 
die  Landwiriachaft.    G.  Below. 

Weltwirtschaftliches  Archiv  (Jena). 

May,  1918.  Daa  Problem  dea  vaterldndiachen  Hilfadienatea  in 
kriegfuhrenden  tind  neuiralen  Landem.  Dr.  Oscar  Winoen. 
Franzoaiache  Schiffahrtapolitik  umhrend  dea  Kriegea  mit  beaon^ 
derer  Beruckaichiigung  der  deutachen  Intereaaen.  ^Concluded.) 
Dr.  H.  Curth.  Die  Donauprobleme  und  die  deutacnen  Auaaen^ 
handelaaufgaben.  Dr.  W.  H.  Edwards.  Die  Korkinduairie  der 
Vereinigten  Staaten  von  Amerika  umhrend  dea  Kriegea,     Euoen 

BOHLER. 

La  Ri forma  Socials  (Turin). 

May-June,  1918.  Le  fonti  atoriche  deUa  legialazione  economica  di 
guerra,  O.  Prato.  The  difficulty  of  regulating  prices,  especi- 
ally those  of  durable  commodities,  is  illustrated  with  respect  to 
house-rents  by  historical  precedents.  Intomo  alia  preaaione  del 
preatito  e  delV  impoata,  G.  Biroatta.  The  contention  of  Prof. 
Griziotti  (in  Oiomale  degli  Economiati  for  May,  1917)  that  the 
financial  burden  of  war  may  be  shifted  by  a  loan  from  the  present 
to  a  future  generation  is  criticised.  Preatite  e  impoaie  nelle 
finanze  della  Ouerra,  B.  Griziotti.  Considering  the  financial 
effects  of  a  loan  involving  recourse  to  the  contributions  of  pos- 
terity and  other  incidents,  the  writer  advises  leaving  to  a  period 
of  greater  prosperity  the  task  of  sustaining  the  greater  part  of 
the  burden. 

Giornale  degli  Economisti  (Rome). 

April,  1918.  Teoria  delV  ammortamentodelVimpoate,  B.  Griziotti. 
/  lavori  della  Commiaaione  per  Vordinamento  ferroviario, 
L.  Amoroso. 

May.  La  clauaola  della  nazione  piii  favoriia,  E.  Anzilotti.  La 
guerra  e  Vaumento  regionale  delli  prezzi,  A.  Contento.  The 
rise  of  prices,  large  everywhere,  has  been  largest  in  the  North 
and  in  busy  centres.  SuUa  economia  della  concimazione.  E. 
Marenohi.   The  theory  of  manure. 
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June,  1918.  Come  ripartire  il  carico  delle  spese  della  guerra. 
B.  Gbiziotti.  Taxation  combined  with  loans  is  recommended. 
As  to  the  incidence  of  payment  for  loans,  Prof.  Pigou  has  con- 
sidered only  the  economic ,  not  the  financial,  effects. 
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working  hours.] 

Keltie  (Sir  John  Scott).  The  Statesman's  Yearbook.  Edited 
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Mann  (Harold  H.).  Life  and  Labour  in  a  Deccan  Village. 
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GOVERNMENT  CONTROL  IN  WAR  AND  PEACE. 

The  vast  expansion  of  Government  control  in  the  economic 
sphere  which  has  taken  place  during  the  war  is  without  parallel 
in  the  history  of  the  world.  Nobody  doubts  that  in  the  difficult 
period  of  transition  that  must  follow  immediately  upon  the 
declaration  of  peace  some  portion  at  all  events  of  this  control 
must  be  retained.  But  on  the  question  how  far  similar  control 
is  appropriate  as  a  permanent  peace  policy  there  is  acute  con- 
troversy. One  school,  pointing  to  the  appalling  waste  which  has 
been  brought  home  to  the  Ministry  of  Munitions  and  to  the  delays 
and  incompetence  of  many  Government  Departments,  demands 
that  the  whole  thing  should  be  swept  away  at  the  earliest  possible 
moment.  Another  school,  attributing  the  defects  which  have 
been  revealed  to  the  rush  and  hurry  of  war^  and  emphasising 
the  success,  for  example,  of  the  Ministry  of  Food,  claims  that 
the  hold  which  has  now  been  taken  in  the  general  interest  upon 
private  capitalism  should  be  permanently  retained.  This  con- 
troversy relates  to  three  distinct  types  of  control :  first,  adminis- 
trative intervention  by  Government  in  industry,  designed  to  in- 
crease production;  secondly,  Government  interference  with  the 
allocation  of  supplies  between  different  industries,  different  firms, 
and  different  individual  consumers — interference  the  various  forms 
of  which  it  is  convenient  to  group  together  under  the  general 
name  of  rationing ;  thirdly,  Government  regulation  of  prices.  In 
the  following  pages  these  three  different  sorts  of  control  will  be 
studied  separately. 

I. 

Administrative  Intervention  in  Production. 

During  the  course  of  the  war  the  urgent  national  need  for  en- 
larged supplies  of  munitions,  home-grown  food,  ships,  and  certain 
other  articles,  has  led  to  direct  State  intervention  in  production. 
National  productive  establishments  have  been  set  up,  private 
establishments  have  been  controlled,  and  special  grants  made 
to  enable  them  to  expand  their  operations.  The  Board  of  Agri- 
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culture  has  taken  powers  to  encourage,  and,  if  need  be,  to  compel, 
increased  cultivation  of  land,  and  has  also  provided  a  number  of 
facilities  in  the  way  of  soldiers'  and  prisoners*  labour  and  specially 
imported  machinery  to  assist  farmers.  The  underlying  motive 
of  this  interference  has  been  to  force  capital,  enteri^-ise  and  labour 
forthwith  into  the  production  of  particular  urgently  needed  things. 
It  is  true,  of  course,  that,  when  there  is  a  shortage  of  anjrthing 
relatively  to  the  demand  for  it,  this  fact  by  itself  always  tends 
to  stimulate  people  to  direct  their  efforts  towards  producing  that 
thing  rather  than  other  things.  But  this  reaction  is  usually  a 
slow  one;  and  in  this  war  the  essential  requirement  has  been 
speed.  The  principal  purpose  of  Governmental  assistance  and 
coercion  has  been  to  secure  this ;  to  surmount  at  once  by  direct 
attack  obstacles  that,  in  the  ordinary  course,  could  only  be  turned 
by  a  slow  and  gradual  movement.  And  the  need  for  such  action 
has,  of  course,  been  intensified  in  industries  where  the  Govern- 
ment itself,  by  artificially  keeping  down  prices,  has  removed  whc^* 
would  normally  have  been  the  main  stimulus  to  private  effort 
after  increased  production.  After  the  war  all  this  will  be  changed. 
It  may,  indeed,  be  decided  that,  in  the  interest  of  national  safety, 
certain  things  (e.g.,  wheat)  ought  to  be  produced  in  this  country  in 
larger  quantities  than  the  free  play  of  private  interest  would  secure ; 
and,  in  that  event,  there  will  be  a  case  for  bounties  or  protective 
duties.  But  this  does  not  imply  any  sort  of  industrial  control.  It  is 
not  administrative  intervention.  When  normal  peace  conditions  are 
restored,  the  main  motive — an  immense  and  speedy  diversion  of 
resources  from  their  normal  employment — which  has  lain  behind 
administrative  intervention  during  the  war,  will  have  entirely 
disappeared. 

This,  however,  is  not  all.  Besides  impelling  the  nation's 
resources  into  particular  services  of  very  urgent  demand,  the 
Government  has  also  intervened  with  a  view  to  breaking  down 
various  rules  and  customs  which  have  been  built  up  by  trade  unions 
for  the  protection  of  the  workpeople,  and  which  are  believed  to 
hamper  output.  Agreements  have  been  made  with  the  unions, 
on  a  binding  pledge  that  the  old  conditions  shall  be  restored  after 
the  war,  permitting  women  and  unskilled  workpeople  to  perform 
industrial  operations  hitherto  reserved  for  skilled  craftsmen,  and 
waiving  various  other  safeguards  to  which  the  workpeople  have 
attached  great  importance.  No  doubt  among  the  mass  of  rules 
and  customs  that  have  been  scrapped  some  were  definitely  anti- 
social in  their  action ;  while  others,  though  they  might  appear  to 
hinder  production  at  the  moment,  yet,  by  conserving  the  workers 
from  overstrain,  probably  in  the  long  run  increased  it.  After  the 
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war  it  may  be  expected  that  the  unions,  while  standing  by  the  rights 
given  them  under  the  pledges  of  the  Government,  will  themselves 
undertake  a  review  of  these  lules  and  customs  in  such  matters  as 
dilution  and  women's  work.  But,  whatever  settlem^it  is  come 
to  in  these  matters,  it  is  plain  that  Governmental  intervention 
by  way  of  persuasion  and  pressure  upon  the  unions  was  a  special 
ad  hoc  war  measure,  and  that,  when  normal  peace  conditions  are 
restored,  it  will  not  be  practicable  to  continue  it. 

It  might  thus  seem  that,  with  the  winding  up  of  the  war,  there 
will  be  no  reason  why  the  Government  should  not  return,  so  far 
as  administrative  intervention  to  stimulate  production  is  con- 
cerned, to  the  general  attitude  which  it  was  accustomed  to  adopt 
before.  This  conclusion,  however,  ignores  one  important  con- 
sideration. It  is  true  that  the  actual  case  for  and  against  this 
type  of  Government  action  will  not  be  substantially  altered.  But, 
owing  to  the  experience  which  baa  been  gained  of  what,  in  certain 
directions,  Government  is  able  to  accomplish,  it  may  be  that 
people's  knowledge  of  what  that  case  is  will  have  been  modified. 
In  this  connection  chief  importance  attaches  to  the  management 
of  railways.  During  the  war  these  have,  practically  speaking, 
been  worked  as  a  single  concern  under  Government  control. 
Before  the  war  the  economies  to  be  looked  for  from  this  kind  of 
unification  could  only  be  guessed  at.  Now,  in  spite  of  the  peculiar 
character  of  war  traffic,  with  its  immense  trainloads  of  munitions 
and  troops,  there  are  available  some  guiding  facts.  Some  authori- 
ties bold  that  these  facts  are  distinctly  favourable  to  a  unified 
State  railway  system.  It  may  be,  indeed,  that  they  are  concen- 
trating attention  unduly  upon  immediate  results  and  taking  too 
little  account  of  the  deadening  effects  which  such  a  system  might 
in  the  long  run  produce  upon  railway  enterjwise  and  develop- 
ment. That,  however,  is  clearly  a  matter  for  detailed  study. 
In  this  field,  therefore,  the  question  whether  a  quasi- 
public  administrative  control  should  be  continued  after  the  return 
of  normal  peace  conditions,  or  even  whether  this  control  should 
be  further  developed  into  definite  nationalisation,  may  be  regarded 
as  an  open  one. 

n. 

Rationing. 

Rationing  in  the  wide  sense  in  which  the  t^m  is  here  used 
includes  all  forms  of  Government  interference  with  the  distri- 
bution of  goods ;  whether  it  operates  between  different  industries 
or  between  different  firms  in  the  same  industr}',  or  between  different 
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consumers;  and  whether  the  procedure  adopted  is  an  embargo 
upon  certain  uses,  or  a  system  of  priority  certificates,  or  rationing 
in  the  narrow  sense  in  which  that  term  is  ordinarily  employed. 
The  question  of  the  place  proper  to  rationing  in  the  permanent 
peace  practice  of  this  country  is  intimately  bound  up  with  the 
question  of  price  control.  The  solution  will  be  quite  different 
according  as  prices  are  or  are  not  limited  in  such  a  way  that,  at 
the  legalised  price,  the  quantity  of  the  thing  demanded  is  greater 
than  the  quantity  offered  for  sale.  It  is  important  to  notice  that 
not  all  price  control  involves  this  kind  of  limitation.  A  mono- 
polist may  be  prevented  from  charging  as  much  as  he  would  charge 
if  left  to  his  own  devices,  and  yet,  at  the  price  actually  set  up,  no 
more  of  his  product  may  be  wanted  than  it  pays  him  to  sell. 
When  there  is  no  monopoly,  however,  if  the  Government  forbids 
sellers  to  charge  prices  as  high  as  the  free  play  of  the  market 
would  bring  about,  it  necessarily  follows  that,  at  the  price  actually 
established,  there  is  not  enough  of  the  commodity  to  go  round 
among  those  people  who  want  to  buy  it.  The  distinction,  there- 
fore, which  is  fundamental  to  the  study  of  rationing,  is  not  be- 
tween control  and  absence  of  control  over  prices,  but  between  a 
kind  of  control  that  causes  demand  at  the  controlled  price  to  exceed 
supply  and  absence  of  this  kind  of  control. 

It  is  in  theory  perfectly  possible  to  introduce  a  system  of 
rationing  under  which  prices  are  left  entirely  free.  When  this 
is  done  the  limitation  placed  on  the  demands  of  those  persons 
whom  the  rationing  restricts  necessarily  at  the  moment  reduces 
prices  and  leaves  a  larger  amount  of  the  rationed  commodity 
available  for  other  persons.  Were  it  to  be  supposed,  for  example, 
that  in  the  year  immediately  following  the  war  freight  charges 
were  to  be  left  free  from  control,  a  rigid  rule  cutting  down  to  a 
minimum  all  imports  other  than  those  of  essential  articles  of  food 
would  cause  freight  charges  to  be  much  lower  than  they  would 
otherwise  have  been,  and  would,  consequently,  benefit  those  per- 
sons who  spend  a  large  proportion  of  their  income  on  food,  at  a 
cost  of  inconvenience  to  those  who  would  have  liked  to  buy 
f(H:6ign  luxuries.  If,  however,  we  are  contemplating,  not  a  tem- 
porary, but  a  permanent  arrangement,  it  cannot  be  claimed  with 
the  same  confidence  that  a  rationing  system  which  obstructs  the 
purchases  of  one  set  of  people  will  indirectly  benefit  the  rest.  For, 
if  by  this  system  the  aggregate  demand  is  kept  down,  the  indus- 
try affected  will  not  expand  its  scale  of  production  so  far  as  it 
would  otherwise  do.  In  those  industries,  however,  which  are 
subject  to  ''the  law  of  increasing  returns,'*  the  very  fact  of  ex- 
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pansion  would  in  the  end  have  made  prices  lower  than  they  can 
now  become.  Obstruction  to  the  purchases  of  one  set  of  people 
will  in  these  circumstances  actually  increase  the  price  to  others 
and  lessen  the  supplies  available  for  them.  In  industries  subject 
to  the  law  of  diminishing  returns,  the  situation  is,  indeed,  other- 
wise. Here  rationing  which  limits  the  consumption  of  some 
would,  even  as  a  permanent  policy,  benefit  others.  In  theory, 
therefore,  circumstances  can  be  imagined  in  which  a  plausible 
case  for  it  might  be  made  out.  The  argument  for  it  is,  however, 
so  intricate  and  the  benefit  looked  for  so  indirect  that  no  states- 
man would  ever  dream  of  introducing  a  permanent  system  of 
rationing  on  any  large  scale  for  its  own  sake.  In  practice,  though 
a  good  deal  might  be  said,  it  is  certain  that  nothing  wUl  be 
said  for  it,  except  as  an  adjunct  to  the  kind  of  price  control 
described  above,  under  which,  at  the  regulated  price,  there  is  not 
enough  of  the  commodity  to  go  round. 

Where  prices  are  controlled  in  this  sense,  the  ordinary  market 
influences  by  which  the  distribution  of  any  conamodity  between 
different  industries  and  different  people  is  regulated  are  in  abey- 
ance. Ordinarily  at  any  price  everybody  buys  for  every  purpose 
as  much  of  a  thing  as  at  that  price  he  wants,  and  this  process 
exhausts  the  whole  supply.  But  under  the  ccmditions  here  con- 
templated the  sum  of  the  demands  of  all  purchasers  for  all  pur- 
poses is  greater,  and  may  be  much  greater,  than  the  supply.  Dis- 
tribution, therefore,  if  nothing  is  done,  will  be  the  sport  of  acci- 
dent, influence,  and  ability  to  stand  for  a  long  time  without 
fwiting  in  a  queue.  There  is  no  reas(Hi  to  expect  that  the  dis- 
tribution reached  by  these  means  will  be  in  any  sense  a  good 
distribution.  Competent  firms  may  be  ruined  and  admirable  house- 
wives starved,  while  the  friction,  irritation,  and  discomfort 
engendered  are  likely  to  be  enormous.  In  these  circumstances 
rationing  must  be  introduced  as  the  only  means  of  avoiding  chaos. 
There  mtist  be  rationing  of  materials  among  different  forms  of 
manufacture,  so  that  the  important  forms  shall  not  go  short ; 
rationing  of  that  part  of  any  material  which  is  allocated  to  a 
particular  form  of  manufacture  among  the  several  firms  engaged 
in  it,  so  that  none  of  them  shall  be  unfairly  treated  relatively  to 
others ;  and  rationing  of  the  finished  product  among  consumers, 
so  that  here  again  distribution  may  be  ''fair.*' 

The  technical  difficulty  of  building  up  for  permanent  peace 
purposes  a  rationing  system  designed  to  bring  about  these  results 
would,  it  need  hardly  be  said,  be  extraordinarily  great.  The 
general  nature  of  the  problem   presented  by  the  rationing  of 
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consumers  would,  indeed,  not  be  very  different  from  what  it  has 
been  during  the  war.  The  Ministry  of  Food  has  demonstrated 
that  for  certain  main  staple  articles  of  food  this  part  of  the 
problem  is  capable,  in  an  atmosphere  of  general  goodwill,  of 
being  solved  much  more  satisfactorily  than  anyone  would  have 
dared  to  hope.  But  the  other  two  parts  of  the  problem,  the 
rationing  of  materials  to  the  various  firms  engaged  in  the  same 
industry,  and  the  rationing  of  them  between  different  industries  as 
a  whole,  would  present  much  greater  difficulties  under  normal 
peace  conditions  than  they  have  done  during  war. 

As  regards  the  distribution  of  material  among  firms  in  the 
same  industry,  it  has  been  natural  during  the  war  to  take  as  a 
basis  their  comparative  consumption  of  material  in  recent  pre- 
war years.  Thus  the  Cotton  Control  Board  has  made  rules  limit- 
ing the  proportion  of  machinery  that  any  firm  may  keep  at  work 
on  American  cotton — which  practically  means  reducing  the  sup- 
plies of  such  cotton  allowed  to  different  firms  in  a  common  pro- 
portion— and  the  Paper  Controller  has  obliged  importers  of  paper 
to  supply  the  manufacturers  who  buy  from  them  in  the  same 
proportions  as  in  1916-17.  It  is  obvious  that,  for  a  permanent 
peace  policy,  this  device  would  not  do  An  arrangement  which 
tended  to  maintain  the  various  firms  engaged  in  an  industry 
always  in  the  same  relative  positicm  as  they  occupied  in  an 
arbitrarily  chosen  year  would  be  a  serious  obstacle  to  efficiency 
and  progress.  It  is  not  easy  to  devise  an  alternative  arrange- 
ment, or  to  imagine  any  plan  by  which  this  type  of  rationing 
could  be  permanently  adopted  without  grave  risk  of  freezing  the 
industries  affected  by  it  into  rigid  immobility. 

As  regards  the  distribution  of  material  among  different  indus- 
tries, the  peace  problem  would  again  be  more  difficult  than  the 
war  problem.  During  the  war  Government  action  has  aimed 
primarily  at  securing  material  for  those  industries  and  processes 
which  it  has  regarded  as  of  greatest  national  importance.  With 
this  end  in  view  it  has  adopted  two  principal  devices  :  (1)  prohibi- 
tion against  the  employment  of  certain  things  in  particular 
specified  uses;  and  (2)  the  allocation  of  materials  to  different 
industries  or  operations  in  accordance,  not  with  the  ordinary  play 
of  demand,  but  with  its  own  opinion  as  to  what  is  desirable.  The 
former  of  these  two  types  of  control  is  evidently  only  an  embryo 
form  of  the  second.  It  may,  therefore,  for  the  purpose  of  this 
discussion,  conveniently  be  subsumed  under  it.  The  policy  of 
allocating  supplies  to  uses  of  high  national  importance  has  been 
applied  on  a  great  scale  to  shipping,  and,  by  means  of  an  elaborate 
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system  of  priorities,  to  the  main  part  of  those  industries  which 
employ  materials  useful  for  war.  The  allocation  has  been  based 
upon  the  Government's  view  of  the  comparative  contribu- 
tion which  the  various  industries  make  to  national  war  efficiency. 
This  provides  a  definite  standard  to  which  to  work.  It  is  obvious 
that  food  and  munitions  and  the  support  of  the  armed  forces  must 
take  precedence  over  everything  else ;  and,  though,  as  the  rivalry 
between  the  demands  of  munitions  and  of  ships  for  steel  has 
made  plain,  it  is  difficult,  still  it  is  not  impossible,  by  conferences 
between  representatives  of  the  various  Ministries,  to  work  out  a 
fairly  satisfactory  scheme  of  priorities.  The  reason  for  this  is 
that  everything  is  subordinated  to  a  single  relatively  simple  end. 
Under  a  rigime  of  established  peace — ^apart,  of  course,  from  possi- 
ble ''key"  industries,  for  which  the  obvious  method  of  assistance 
is  bounties  or  a  tariff,  and  not  the  allocation  of  material — ^there 
is  no  single  end  of  this  kind.  We  have  no  longer  to  deal  with  the 
Government's  wants  for  war  service,  but  with  the  wants  of  an 
immense  and  varied  population  for  necessaries,  comforts,  and 
luxuries.  In  war  time  it  is  obviously  m(H:e  important  to  bring 
steel  into  the  country  than  it  is  to  bring  paper,  and  to  manu- 
facture army  baking  ovens  than  private  kitchen  ranges.  But  in 
peace  time  none  of  these  simple  propositions  can  be  laid  down. 
Those  things  ought  to  be  made  which  aie  most  wanted  and  will 
yield  the  greatest  sum  of  satisfaction.  But  the  Government 
cannot  possibly  decide  what  these  things  are ;  and,  even  if  it 
could  decide  what  they  are  at  one  moment,  before  its  decision 
had  been  put  into  effect  conditions  would  very  probably  be  changed 
and  they  would  have  become  something  entirely  different.  It  is 
not  easy  to  see  how  this  obstacle  to  a  permanent  policy  of  ration- 
ing materials  among  the  several  industries  of  the  country  could  be 
satisfactorily  overcome. 

Serious  and  perplexing  as  the  technical  problems  described  in 
the  preceding  paragraphs  are,  nevertheless,  if  prices  are 
to  be  controlled  in  such  a  way  that  the  demand  at  the  regulated 
prices  is  in  excess  of  the  supply,  they  would  need  somehow  to  be 
faced;  for  the  alternative,  as  shown  above,  is  wild  confusion. 
Since,  therefore,  we  have  already  concluded  that,  if  prices  are 
not  to  be  controlled  in  this  sense,  rationing  will  not  in  practice 
be  called  for,  the  choice  between  adopting  and  rejecting  that 
policy  depends  upon  whether  or  not  it  is  decided  to  make  this 
kind  of  price  control  a  permanent  part  of  our  peace-time  prac- 
tice. That  issue  will  be  examined  in  the  course  of  the  following 
section. 
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III. 

Price  Control. 

During  the  war  the  action  which  the  Government  has  taken 
in  regard  to  prices  has  been  motived  in  the  main  by  a  desire  to 
prevent  "profiteering."  This  statement  holds  good  of  the  whole 
body  of  price-fixing  regulations  as  between  producers  and  whole- 
salers, wholesalers  and  retailers,  and  retailers  and  the  general 
public.  There  can  be  no  doubt  that  these  regulations  have,  during 
the  war,  served  a  very  valuable  purpose.  Had  it  not  been  for  them, 
those  persons  who  ha]:^ned  to  possess,  or  to  be  in  a  position  to 
make,  stocks  of  things  that  war  conditions  had  rendered  short, 
would  have  been  able  to  charge  very  high  prices  and  make  enor- 
mous gains  at  the  expense  of  the  general  public  or  of  the  State.  The 
people  affected  by  the  regulations  were  not  in  general  monopolists. 
Their  opportunity  to  make  large  gains  was  not  due  to  any  restric- 
tive action  of  their  own,  but  to  the  sudden  large  demands  or 
sudden  shortage  of  supply  which  war  conditions  brought  about. 
In  these  circumstances  the  establishment  by  the  State  of  maxi- 
mum prices,  though  it  still  allowed  the  firms  affected  to  make 
larger  profits  than  usual,  nevertheless  meant  that  at  these  prices 
the  demand  was  in  excess  of  the  supply.  Is  price  control  of  this 
character  and  with  these  consequences  desirable  as  a  permanent 
peace  institution? 

In  any  study  of  this  question  the  vital  point  to  bear  in  mind 
is  that,  under  conditions  of  competitive  trade,  when  abnormal 
profits  are  being  made  in  any  industry  more  capital  and  enter- 
prise tends  to  flow  into  that  industry,  output  is  increased,  prices 
fall,  and  the  opportunity  for  special  gain  is  thereby  removed.  No 
doubt,  when  there  is,  for  example,  a  bad  general  harvest  of  some 
crop,  anybody  whose  own  private  crop  happens  to  be  a  good  one 
will  make  a  large  gain.  But,  when  there  is  a  good  general  harvest 
and  his  private  crop  is  a  bad  one,  he  will  make  a  corresponding 
loss.  On  the  average,  and  on  the  whole,  when  a  commodity  is 
being  produced  and  sold  under  ordinary  competitive  conditions, 
prices  will  so  regulate  themselves  that  normal  profits,  and  not 
more  than  normal  profits,  are  obtained  from  them.  Periods  of 
good  fortune  and  periods  of  bad  fortune  are  both  reckoned  for  in 
the  calculations  of  people  in  search  of  an  industry  in  which  to 
invest  their  capital  or  brains.  Any  general  permanent  policy  of 
anti-profiteering  price  regulation  applied  to  ordinary  competitive 
industries  would  act  differentially  against  those  industries  whose 
profits  fluctuate.     It  would  deprive  them  of  their  pieces  of  good 
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fortune  while  giving  them  no  help  in  bad  fortune,  and  would, 
therefore,  cause  capital  and  enterprise  to  move  away  from  them 
towards  industries  in  which  the  profit  was  more  nearly  the  same 
every  year.  This  diversion  of  production  from  the  channels  into 
which  economic  forces  tend  to  direct  it,  being,  from  the  point 
of  view  of  social  utility  wholly  arbitrary — for  there  is  no  reason 
to  suppose  that  industries  of  fluctuating  demand  and  supply  pro- 
duce things  which  are  socially  less  desirable  relatively  to  their  cost 
than  others — would  almost  certainly  involve  a  misdirection  of 
effort  and  a  real  loss  of  satisfaction  to  the  country  as  a  whole. 
Even  in  the  exceptional  conditions  set  up  by  the  war,  this  danger 
has  not  been  altogether  absent.  The  price  of  the  greater  part  of 
our  wheat  purchases  being  determined  by  market  conditions 
abroad,  it  has  been  recognised  that  a  legal  limitation  of  bread 
prices  to  9d.  per  quartern  loaf  would,  if  introduced  by  simple  regu- 
lation, have  driven  many  bakers  out  of  the  baking  business  and  so 
deprived  the  country  of  much-needed  bread.  To  obviate  this 
result,  the  Treasury  has  been  compelled  to  couple  the  rule  regu- 
lating prices  with  the  grant  of  what  is,  in  effect,  a  large  annual 
subsidy.  Of  course,  by  this  device  it  is  always  possible  to 
keep  the  price  of  anything  at  as  low  a  level  as  we  may 
wish.  Obviously,  however,  a  policy  of  State  subsidies  upon  the 
production  of  particular  things  as  a  normal  part  of  peace  prac- 
tice must,  if  it  is  adopted,  be  based  upon  considerations  other  than 
those  with  which  this  article  is  concerned.  Broadly  speaking, 
then,  we  may  conclude  that  permanent  Government  control  over 
the  price  of  things  produced  under  competitive  conditions  is  not 
required  as  a  preventive  of  "profiteering,"  because,  for  competi- 
tive industries  as  a  whole,  good  times  and  bad  times  and  lucky  men 
and  unlucky  men  being  taken  together,  competitive  conditions 
are  themselves  an  adequate  preventive ;  while,  from  the  stand- 
point of  the  public,  such  Government  control  is  objectionable 
because  it  will  hamper  production.  When  we  remember,  further, 
that  the  adoption  of  this  type  of  price  control  would  almost  neces- 
sarily, for  the  reasons  set  out  in  the  preceding  section,  force  us  to 
undertake  the  enormously  difficult  task  of  peace-time  rationing, 
the  case  against  it  is  seen  at  once  to  be  decisive. 

This  conclusion,  as  has  been  clearly  indicated,  refers  only  to 
price  control  over  industries  which  are  operated  under  conditions 
of  competition,  and  in  which,  therefore,  an  artificial  limitation 
of  price  causes  the  demand  at  the  stipulated  price  to  be  in  excess 
of  the  supply.  In  industries  conducted  under  conditions  of  mono- 
poly there  is  no  natural  tendency  for  prices  to  be  brought  down 
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to  a  level  that  yields  normal  profits.  On  the  contrary,  unless  the 
State  intervenes,  a  monopolist  or  a  partial  monopolist  has  the 
power ^  if  he  chooses,  to  fix  prices  at  a  level  that  gives  him  an 
abnormal  iNX)fit  at  the  cost  of  his  customers.  In  these  condi- 
tions prices,  so  long  as  they  are  not  pushed  dovm  far  enough  to 
bring  profit  below  the  normal  level,  may  be  forcibly  reduced  with- 
out creating  any  gap  between  the  quantity  of  commodity  demanded 
and  the  quantity  supplied.  There  will,  therefcnre,  be  no  need  of 
rationing,  and  it  can  be  shown  that,  in  general,  output  will  be, 
not  diminished,  but  increased.*    Prima  f<wie^  therefore,  there  is  a 

1  It  is  pofltolaied  that  the  artificial  price  established  by  the  State  is  greater 
than  the  oompetttive  price,  bot  less  than  the  monopoly  price.  Let  the  corves 
of  deaiand  and  supply  be  straight  lines.  If  they  are  not  atraight  lines  it  can 
be  shown  algebraically  to  be  probable  that  the  output  will  be  increased.  But, 
if  they  are  straight  lines,  there  is  a  simple  proof  that  this  is  certain.  (1)  Itrst, 
consider  conditions  of  diminishing  returns.  Construct  a  diagram  such  that  PM 
represents  the  competitive  price  and  OM  the  competitive  output ;  while  QN  repre- 
sents the  monopoly  price,  and  ON  the  monopoly  output.  Let  the  State- 
controlled  price  measured  by  OV  be  greater  thim  the  competitive  price,  but 
less  than  the  monopoly  price.     It  is  easily  shown  that  the  monopoly  output 


OX  is  one-half  of  the  competitive  output  OM,  and  that  Uie  output  which  it 
will  pay  the  monopolist  to  produce  when  the  price  is  fixed  at  OF  will  be 
measured  by  one-half  of  ^e  line  VT,  drawn  lM)rizontalIy  through  V  to  cut 
8Sl  in  T.  But,  since  OV  is  greater  than  PM,  it  is  obvious  that  VT  is  greater 
than  OM.  Consequently,  one-half  of  VT,  which  is  the  output  at  the  controlled 
price,  is  greater  than  one-half  of  OM,  which  is  the  monopoly  output  (2)  Secondly, 
in  conditions  of  increasing  or  constant  returns  it  will  obviously  pay  the  mono- 
polist to  produce  at  the  artificial  price  the  full  amount  demanded  at  that 
price,  since,  ex  hypotheii,  the  artificial  price  is  lower  than  the  monopoly  price, 
this  amount  wiU  necessarily  be  larger  than  the  monopoly  output. 
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strong  case  for  State  action  to  regulate  the  charges  which  may 
be  made  for  monopolised  and  partially  monopolised  articles.  This 
has  long  been  recognised  in  regard  to  the  services  supplied  by 
railways  and  gas  companies.  Should  the  movement  towards 
combination,  which  the  experience  of  the  war  and  the  benevolent 
attitude  of  the  State  has  done  much  to  stimulate,  extend  mono- 
poly more  widely  over  industry,  the  field  open  for  intervention 
will  be  extended  correspondingly.  Moreover,  the  technical  difl5- 
culties,  which,  before  the  war,  made  Governments  unwilling  to 
tackle  the  problem  of  price  regulation  outside  public  utility  indus- 
tries, have  been  shown  by  war  experience  to  be  somewhat  less 
intractable,  and  somewhat  more  amenable  to  treatment  by  the 
help  of  conversion  cost  calculations  than  had  formerly  been  sup- 
posed. There  is,  indeed,  still  great  danger  that  unskilfully  exer- 
cised control,  by  fixing  prices  too  low,  may  check  enterprise  and 
lessen  output,  and  that  the  price  maxima  may  not  be 
adjusted  quickly  enough  to  meet  changing  conditions.  It  must  be 
remarked,  too,  that  conversion  cost  accounting  can  give  no  help 
in  fixing  prices  until  we  have  somehow  decided  the  prior  question 
what  rate  of  return  any  particular  concern  may  reasonably  be 
allowed  to  earn  unon  its  canital,  and  how  large  that  capital  in 
fact  is.  These  considerations  must  be  carefully  weighed  before 
any  practical  policy  is  framed.  Nevertheless,  the  general  con- 
clusion is  warranted  that,  while  in  competitive  industries  the 
policy  of  price  control  ought  not  in  any  circumstances  to  be  con- 
tinued when  normal  peace  conditions  are  re-established,  in  mono- 
polistic industries  the  case  for  that  policy,  already  fairly  strong, 
has  been  strengthened  to  some  small  extent  by  the  experience 
of  the  war. 

A.  C.  PiGOU 
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Economists  and  statesmen  alike  have  usually  regarded  the 
situation,  character,  and  size  of  urban  settlements  as  matters 
outside  the  scope  of  governmental  regulation.  An  analysis  of  the 
localisation  of  industry  has,  of  course,  always  found  place  in 
economic  theory.  But  it  has  been  almost  wholly  of  a  descriptive 
character,  and  its  political  uses  have  hitherto  been  slight.  So 
complete,  indeed,  has  been  the  dissociation  between  the  economic 
and  political  considerations  in  this  field  that  economists  have 
tended  to  neglect  the  secondary  effects  upon  urban  distribution  of 
certain  classes  of  governmental  action.  It  is  astonishing  to  find, 
for  example,  in  the  voluminous  controversies  upon  national  and 
local  finance,  how  little  attention  has  been  paid  to  the  influence 
of  alternative  modes  of  taxation  upon  the  growth  of  towns — ^all 
the  more  astonishing  because  during  the  whole  period  of  these 
controversies  the  sanitary  and  civic  problems  of  large  towns  have 
given  endless  anxiety.  The  consequent  incompleteness  of  the 
economic  analysis  does  not  matter  much.  Nevertheless,  the  omis- 
sion is  regrettable,  because  if  economists  had  attached  any  theoreti- 
cal importance  to  the  effect  of  public  measures  upon  different 
classes  of  industrial  settlement3,  the  question  would  spontaneously 
have  arisen  as  to  what  type  of  town  should  be  given  the  preference. 
And  if  that  question  had  been  seriously  propounded  and  argued 
out,  say,  fifty  years  ago,  il  seems  likely  that  one  or  more  construc- 
tive formulas  of  the  ideal  town — economically  and  socially — would 
have  emerged  and  gained  some  authority.  The  town-planning 
movement  might  have  had  an  earlier  genesis  and  a  sounder  scien- 
tific foundation.  In  particular,  the  conception  of  a  prescribed  limit 
to  the  size  of  towns  would  almost  certainly  have  been  formulated, 
though  there  would  have  been  plenty  of  room  for  disagreement 
over  its  quantitative  interpretation. 

Things,  however,  fell  out  otherwise.  No  such  scientific  for- 
mulas were  discussed  by  economists.  Schemes  for  ideal  towns 
occurred  sporadically,  but  they  were  always  non-expert,  and  gener- 
ally Utopian  or  perfectionist ;  the  ideas  associated  with  them  never 
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flowed  into  the  main  stream  of  economic  thought,  and  with  one 
exception  they  came  to  nothing  in  practice.  The  evils  of  the 
great  and  growing  cities  could  not  be  ignored,  but  constructive 
criticism  focused  itself  upon  details  of  interior  organisation.  Politi- 
cal intervention  followed  in  the  same  course.  Public  health  and 
traffic  necessities  led  to  a  multitude  of  regulations  governing  sani- 
tation, street  widths,  air-space,  crowding,  and  such  specific  items 
of  town  structure.  Cities  were,  in  Europe  at  least,  restricted 
in  their  expansion  vertically.  Lately  the  density  of  building  in 
suburban  extensions  has  been  limited,  and  some  elements  of  street 
design  imposed,  by  the  process  known  as  town  planning.  In 
the  old  centres  of  many  cities  there  have  been  slum  clearances  and 
street  widenings.  And  there  has  been  a  gradual  imposition  of 
standards  of  house  accommodation,  together  with  a  tendency  in 
all  countries  for  the  work  of  housing  the  pocnrer  sections  of  the 
community  to  pass  into  the  hands  of  the  municipalities. 

It  cannot  be  said  that  these  activities  have  been  successful  in 
making  modem  towns  healthy,  agreeable,  or  efficient.  But  they 
connote  a  growing  public  consciousness  of  the  facts  of  the  case, 
and  they  therefore  facilitate  the  opening  of  the  larger  question  as 
to  whether  the  great  size  of  urban  settlements  is  not  in  itself  an 
evil  capable  of  social  treatment.  Moreover,  there  are  signs  that 
more  comprehensive  action  will  be  forced  upon  us  by  the  develop- 
ment of  other  State  activities  and  changes  in  industrial  require- 
ments. Some  of  the  most  powerful  social  forces — notably  the 
Public  Health,  Labour,  and  Manufacturing  interests — exhibit 
from  very  different  points  of  view  a  grave  discontent  with  our 
cities  as  they  are.  Hitherto  it  has  been  hoped  that  sanitary  and 
housing  reforms  would  make  healthy  places  of  all  our  towns,  how- 
ever large ;  but  Dr.  Brend*s  recent  analysis  of  the  vital  statistics 
appears  to  destroy  the  accepted  view.^  The  working-class  demand 
for  good  housing  is  being  extended  to  cover  good  surroundings 
for  life  and  work  as  a  whole ;  the  Labour  Conference  of  January, 
1918,  unanimously  resolved  that  the  bulk  of  future  building  ought 
to  be  diverted  into  new  towns  of  limited  size  and  in  permanent 
contact  with  country  life.  The  interest  of  the  agricultural  com- 
munity in  such  a  proposed  diffusion  of  urban  advantages  is  obvious. 
Manufacturers,  again,  anticipating  highly  competitive  conditions 
after  the  war,  are  dissatisfied  with  the  alternatives  offered  them, 
on  the  one  hand  by  crowded,  unhealthy,  and  expensive  city  sites, 
and  on  the  other  hand  by  countiy  or  suburban  situations  where 
the  economic  benefits  of  association  are  not  fully  available ;  and 

1  HtiJth  and  the  State  (CoiuiUble,  1917). 
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their  discontent  may  well  crystallise  into  a  demand  for  scientific 
urban  organisation  as  an  essential  of  industrial  efficiency. 

If  the  primd-facie  case  for  some  urban  redistribution  is  admitted 
the  issue  arises  as  to  whether  public  intervention  is  necessary,  or 
whether  the  change  can  be  entrusted  to  that  interplay  of  economic 
factors  which  has  achieved  the  present  distribution.  Let  us  leave 
aside  for  the  moment  the  criticism  that  the  matter  is  too  complex 
for  pubUc  control,  or  that  the  ecoaonnc  control  has  hitherto  made 
a  ghastly  mess  of  its  job.  The  question  is  whether  the  inter- 
play of  economic  forces  can  bring  about  a  change  corresponding 
to  the  new  economic  needs.  And  the  answer  appears  to  be  in  the 
negative,  because  in  this  case  inertia,  or  friction,  is  so  powerful 
as  to  prevent  the  machinery  of  readjustment  from  getting  under 
way  at  all.  Take,  for  instance,  the  requirements  of  manufacturing 
concerns,  which  constitute  the  dominating  force  in  the  inter- 
play. The  cheapening  and  acceleration  of  transport  have  made 
it  much  less  important  than  formerly  for  businesses  to  be  located 
right  inside  their  principal  markets  or  close  up  to  their  sources  of 
materials ;  in  fact,  in  many  cases  the  widening  both  of  buying  and 
selling  markets  has  made  them  free  to  choose  among  innumerable 
alternative  situations.  On  the  other  hand,  the  developments  of 
scientific  organisation  increase  the  importance  of  specially  built 
factories  with  opportunities  for  expansion  according  to  a  pre- 
arranged plan ;  and  still  more  recent  developments  in  the  theory 
of  **  welfare  "  stress  the  economic  advantages  of  light  and  airy 
buildings  in  healthy  situations.  These  considerations  tend  to 
drive  manufacture  out  of  the  great  towns.  But  an  elastic  supply 
of  labour  and  the  presence  of  power,  light,  and  drainage  services 
for  the  factory,  and  of  houses  and  the  social  attributes  of  urban 
life  for  the  workers,  are  usually  necessary ;  and  these  needs  make 
the  open  country  situation  impracticable.  Something  intermediate 
is  plainly  indicated.  Is  it  open  to  the  entrepreneur  to  obtain 
exactly  what  he  requires?  In  some  cases  it  is.  A  firm  working 
on  a  very  large  scale  and  commanding  adequate  captal  can  acquire 
a  virgin  site  and  create  its  own  urban  environment.  This  happens 
occasionally  in  Great  Britain,  and  often  in  the  United  States, 
where  corporations  like  the  Steel  Trust  are  in  the  habit  of  taking 
large  areas  of  land  right  in  the  country,  or  more  usually  a  short 
distance  from  a  small  town  where  there  is  some  reserve  of  labour, 
and  setting  up  thereon  not  only  their  works  but  complete  villages, 
with  houses,  shops,  institutes,  and  places  of  amusement  for  their 
employees. 

Now  obviously  any  such  village  is  the  germ  of  a  new  town,  and 
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it  may  be  thought  that  here  we  have  the  natural  economic  reaction 
against  over-centralisation,  and  that  all  industry  will  reai range 
itself  in  this  manner  in  good  time.  But  in  practice  the  method 
is  open  only  to  a  minute  number  of  businesses.  The  average 
manufacturing  concern  must  tave  an  outside  supply  of  water, 
light,  and  power ;  it  has  no  capital  to  spare  for  constructing  bouses, 
roads,  and  drains ;  and  it  cannot  employ  whole  families,  but  de- 
pends upon  association  with  other  businesses  which  are  comple- 
mentary to  it  in  this  respect.  Hence  when  it  is  torcei  out  of 
town  centres  by  cramped  buildings  and  high  rents,  it  solves  the 
problem  by  settling  on  the  outsldrts,  where  public  services  and 
labour  reserves  are  still  available.  Unhappily,  in  many  such  new 
industrial  districts  businesses  are  quickly  overtaken  by  the  evils 
from  which  they  have  tried  to  escape.  What  is  happening  is  not 
that  the  great  cities  are  automatically  dispersing  themselves,  but 
that  they  are  now  growing  by  a  process  of  cellular  sub-division. 
Industrial  nuclei  are  pushed  out  along  the  railways  and  canals,  and 
swell  towards  each  other  and  the  mother  town ;  and  by  the  time 
the  new  district  has  merged  into  the  general  whole,  most  of  the 
special  economic  advantages  of  the  situation  have  been  forfeited. 
The  central  part  of  the  town  is  also  adversely  affected  by  an  in- 
crease of  traffic  c(H)gestion  and  of  the  remoteness  of  healthy  rural 
suburbs,  involving  a  general  loss  of  leisure  and  diminution  of  pro- 
ductive power. 

Theoretically  the  best  situation  for  industry  is  a  relatively  small 
town  wilh  a  good  technical  equipment  and  a  varied  population, 
and  above  all  with  industrial  areas  planned  in  relation  to  means 
of  transportation.  Not  many  such  places  are  to  be  found.  They 
cannot  arise  spontaneously,  because  to  give  them  a  reasonable 
start  requires  concerted  action  on  a  large  scale.  Under  medieval 
conditions  a  handful  of  mechanics,  feeling  the  pinch  of  town  taxa- 
tion or  guild  tyranny,  could  migrate  to  a  free-trade  viUage  like 
Birmingham  with  prospects  of  success,  and  others  following  suit, 
a  new  centre  could  easily  arise.  Under  modem  conditions  a  piece- 
meal migration  is  not  possible.  The  very  interdependence  which 
makes  modem  industry  so  productive  operates  to  prevent  its 
transfer  to  places  where  productivity  might  be  still  greater.  Busi- 
ness co-operation  is  wonderfully  complex,  but  it  has  no  integral 
conscioQBness ;  and  the  negotiations  and  bargains  necessary  to  a 
concerted  migration  would  be  far  too  elaborate  to  be  conceivable. 
But  occasional  attempts  in  this  direction  show  that  the  idea  is 
present  in  the  minds  of  enterprising  manufacturers. 

For  reasons  similar  to  fhese  Mill  placed  the  establishment  of 
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new  colonies  within  the  province  of  government.  If  it  comes 
to  be  accepted  that  there  is  a  case  in  theoretical  economics  for 
manufacturing  centres  of  definite  type  and  size,  clearly  the  argu- 
ment for  the  entry  of  the  State  as  organiser  of  new  towns  would 
be  strong.  Nor  would  the  argument,  or  the  intervention,  stop  at 
the  initiation  of  fresh  settlements.  Ultimately,  it  would  seem 
certain,  the  whole  scheme  of  urban  distribution  would  have  to  be 
made  the  subject  of  a  unitary  social  design. 

The  question  of  social  control  of  the  size  and  character  of  towns 
is  raised,  from  another  side,  by  the  prevailing  trend  of  ameliorative 
legislation.  In  particular,  enactments  prescribing  expenditure 
at  the  charge  of  the  national  exchequer,  and  enacknents  setting 
up  new  standards  of  residential  and  industrial  conditions,  neces- 
sarily have  an  effect  upon  urban  distribution,  and  this  effect  may 
go  as  far  as  to  dislocate  altogether  the  present  economic  govern- 
ance of  the  system. 

Hitherto  the  influence  of  the  State  in  this  field  has  been  small, 
since  any  tendency,  intentional  or  not,  to  favour  one  locality  or 
type  of  local  unit  at  the  expense  of  others  has  met  strenuous  politi- 
cal resistance,  and  a  rough  balance  of  economic  equity  has  thus 
been  preserved.  Any  bias  that  has  crept  in  has  been  obscure  and 
accidental,  but  it  has  probably  already  gone  in  favour  of  the  large 
towns  as  against  the  small  towns,  though  its  incidence  as  between 
town  and  country  as  a  whole  is  more  doubtful.  What  we  have 
to  consider  is  whether  this  bias  is  likely  to  increase  to  an  important 
extent.  Let  us  take,  to  begin  with,  the  system  of  Grants  in  Aid 
from  national  funds  towards  the  expenditure  of  local  governing 
bodies.  These  fall  roughly  under  four  heads  :  Education,  Poor 
Belief 9  Police,  and  Public  Health.  Our  Education  Grants,  so 
far  as  they  are  based  on  school  attendances,  and  not  upon  the 
actual  local  cost  of  the  work  done  (which  varies  with  the  economic 
character  of  each  district),  exhibit  no  bias.  But  one  or  two  minor 
grants  are,  in  effect,  differential  subsidies  favouring  large  towns. 
For  example,  the  School  Building  Grants,  from  1833  onwards, 
went  to  assist  localities  in  which  the  cost  of  building  was  relatively 
high. 

Obviously,  grants  of  this  kind  help  a  large  town  to  overcome 
financial  difficulties  which  would  otherwise  tend  to  check  its 
growth ;  and,  generally  speaking,  such  crude  subsidies  have  been 
avoided,  or  quickly  discontinued  under  criticism.  But  subsidies 
have  re-entered  in  more  subtle  guise.  An  Epidemic  Grant,  which 
allowed  compensation  for  lost  school  attendances  due  to  certain 
diseases,  would  have  been  equitable  enough  if  local  characteristics, 
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geographical  or  structural,  had  no  relation  to  the  incidence  of  the 
diseases.  It  was  abolished  in  1903,  presumably  because  there  was 
a  fear  that  it  might  discourage  the  sanitary  efforts  of  local  authori- 
ties. And  now  we  have  Grants  for  Special  Schools  for  Defective 
Children,  for  School  Clinics,  and  for  Medical  Attention.  Are 
these  also  to  be  abolished  when  the  economists  discover  that  they 
operate  as  subsidies  to  those  towns  which,  by  reason  of  their  size 
and  type  of  organisation,  produce  more  than  the  average  amount 
per  head  of  sickness  and  physical  defects?  For  unquestionably  that 
is  their  effect.  The  cost  of  doctoring  its  excess  of  sickness,  and, 
indeed,  of  maintaining,  educating,  and  burying  the  abnormal  pro- 
p(»rtion  of  its  children  who  fail  to  attain  the  productive  age,  is  as 
much  part  of  the  peculiar  expense  of  the  great  city  as  the  cost 
of  the  frequent  repairs  of  its  crowded  pavements.  When,  by 
State  action  in  the  general  interest,  the  former  costs  are  charged 
upon  community  resources,  either  they  will  check  the  growth  of 
large  towns  by  becoming  a  burden  upon  municipal  finances,  or 
they  will  actually  facilitate  the  further  growth  of  these  disease- 
producing  towns  at  the  expense  of  the  nation  as  a  whole. 

The  cost  of  Poor  Relief  comes  almost  wholly  out  of  local  rates, 
the  only  important  Grants  in  Aid  being  for  Pauper  Lunatics  and 
the  education  of  children  under  the  care  of  the  Guardians.  On 
the  supposition  that  the  slums  of  large  cities  produce  more  than 
their  due  share  of  insanity  and  poverty,  both  of  which  are  often 
the  consequence  of  ill-health,  these  grants  show  the  same  bias 
as  those  for  defective  children.  So  also  does  the  Police  Grant, 
which  is  distributed  in  proportion  to  local  expenditure  on  police 
services ;  for  the  large  cities  notoriously  produce,  per  head  of  the 
population,  more  crime  and  disorder,  and  require  more  traffic 
regulation,  than  small  towns  or  country  districts.  As,  however, 
the  Police  Grant  is  mixed  inextricably  with  the  other  grants  of  the 
Local  Taxation  Account,  which  are  allotted  on  a  basis  determined 
thirty  years  ago,  when  the  country  was  less  urbanised  than  now, 
its  net  bias  is  rather  obscure.  Its  real  significance  for  the  present 
argument  is  that  it  is  made  the  model,  by  Mr.  Sidney  Webb »  and 
others,  for  proposed  wide  extensions  of  the  Grant-in-Aid  system. 
Even  Mr.  Cannan,*  who  objects  to  grants  proportionate  to  ex- 
penditure, on  the  ground  that  they  subsidise  mismanagement  and 
weaken  the  checks  on  the  uneconomic  location  of  population, 
advocates  grants  to  areas  where  the  quantity  of  a  given  service 

1  Grants  in  Aid:  A  Criticism  and  a  Proposal,     (1911.) 
History  of  Local  Rates  in  England.    {2ad  Edition,  1912.) 
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required  by  the  State  from  local  authorities  happens  to  be  high  in 
proportion  to  rateable  value.  This  is  about  the  minimum  proposal 
which  could  conceivably  have  the  desired  effect  of  stimulating  such 
activities  as  a  local  Health  Service ;  yet,  obviously,  inasmuch  as 
the  size,  situation,  and  character  of  towns  are  factors  in  determin- 
ing the  quantity,  as  well  as  the  co^,  of  some  of  the  services  to  be 
performed,  it  is  open  to  precisely  the  objections  that  Mr.  Cannan 
brings  against  the  bolder  schemes  of  Mr.  Webb. 

This  is  easily  seen  in  the  case  of  the  proposed  grants  for  PubUc 
Health  purposes.  Large  towns  will  naturally  absorb  a  much  larger 
sum  per  head  than  rural  districts  and  country  towns ;  and  if  the 
cost  of  slum  clearances  and  street  improvements  is  in  any  way 
charged  upon  the  national  exchequer,  the  subvention  to  great 
cities  may  become  enormous.  The  only  possible  basis  on  which 
such  grants  can  be  given  is  the  actual  expenditure  on  the  service 
which  the  State  desires  to  encourage.  The  practical  choice  is  thus 
between  no  grants  at  all  and  grants  which,  in  effect,  by  destroying 
some  of  the  checks  on  urban  expansion,  may  actually  foster  the 
increase  of  the  population  in  the  areas  that  produce  the  greatest 
proportion  of  the  evils  at  which  the  Grant-in- Aid  system  is  aimed. 

The  real  positicm  is,  of  course,  that  social  legislation  of  the 
type  under  consideration  necessarily  brings  new  factors  into  the 
economic  reaction.  This  is  true  whatever  administrative  method 
is  adopted.  If  the  State,  in  the  case  of  Public  Health,  were  to 
follow  its  own  precedents  of  the  Factory  Acts  and  Wages  Board 
Acts,  It  would  simply  prescribe  a  national  minimum  standard  of 
health  for  towns,  throwing  the  onus  of  maintaining  that  standard 
upon  municipal  organisation  and  the  local  rates;  and,  this  being 
duly  enforced,  the  subsequent  economic  readjustments  would 
smash  the  great  towns  to  pieces.  But  for  obvious  reasons  such  an 
enactment  could  not  be  enforced,  even  if  anyone  believed  the 
method  desirable.  The  Public  Health  problem  cannot  be  grappled 
with  at  all  unless  central  resources  are  applied  to  it,  and  as  the 
structure  of  towns  has  a  bearing  upon  Public  Health,  the  corollary 
is  that  with  the  appearance  of  these  central  resources  upon  the 
scene  the  State  at  once  acquires  a  manifest  financial  interest  in 
urban  distribution. 

Grants  in  Aid  are  but  a  piece  of  machinery.  The  argument 
applies  to  all  legislation  of  the  type  which  diffuses,  among  large 
sections  of  the  population,  free  or  subsidised  services  at  the  charge 
of  national  taxation.  State  Insurance  shows  the  same  principles 
at  work  under  another  form,  and  here  the  subvention  to  large 
towns  is  unmistakable.    The  quantity  of  sickness  per  head  among 
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insured  persons  in  large  towns  is  known  to  be  double  that  in  rural 
areas,  and  much  greater  than  in  country  towns.  This  means  that 
State  taxes  and  the  contributions  of  rural  workers  are  used  to  pay 
for  the  disposal  of  a  by-product  of  urban  organisation.  The  Sana- 
torium Fund,  raised  from  general  taxation,  is  devoted  to  the  treat- 
ment of  what  is  essentially  a  town  disease.  And  if  a  Ministry  of 
Public  Health  is  created,  its  functions  will  be  open  to  precisely 
the  same  comment — which  can,  indeed,  be  extended  to  cover  the 
work  of  several  other  State  Departments.  The  cost  of  govern- 
ment, per  citizen  governed,  is,  in  fact,  considerably  higher  in  the 
great  cities  than  elsewhere.  Hence  with  the  extension  of  the 
province  of  government,  the  direct  national  interest  in  the  system 
of  urban  distribution  naturally  becomes  more  evident. 

Perhaps  the  decisive  case  will  Be  that  of  the  housing  of  the 
working  classes.  After  the  war  an  abnormal  shortage  of  houses 
will  coincide  with  an  abnormal  economic  difficulty  in  providing 
them.  To  meet  this  situation  special  State  action  is  necessary ; 
and  the  Government  is  contemplating  the  issue  to  local  authorities 
not  only  of  loans  to  a  large  amount,  but  also  of  free  grants  of  part 
of  the  capital  cost  of  new  houses.  On  what  economic  principle 
can  such  grants  be  fixed?  Since  all  local  authorities  are  being 
urged  to  undertake  schemes  to  house  their  excess  population,  it 
would  seem  to  be  assumed  that  the  subsidy  is  to  be  fixed  at  a 
percentage  which  will  permit  the  building  of  houses  wherever 
there  is  insufficient  houseroom  for  all  present  residents  or  would-be 
residents,  and  the  letting  of  such  houses  at  rents  which  these  per- 
sons are  willing  and  able  to  pay.  No  other  principle  is  conceivable 
if  the  idea  of  meeting  all  local  wants  is  seriously  held.  In  practice, 
of  course,  no  principle  whatever  will  be  followed — the  grant  will 
be  restricted  to  an  amount  which  seems  to  the  Local  Government 
Board,  in  its  wisdom,  "reasonable."  In  other  words,  a  percentage 
will  be  selected  that  suits  a  determining  number  of  important 
municipalities,  and  promotes  enough  house-building  for  the  time 
being  to  satisfy  the  public.^  Anyone  can  see  that,  as  things  are, 
the  new  subsidies  will  tend  to  encourage  the  growth  of  towns 
which  had,  in  the  pre-existing  balance  of  forces,  reached  or  closely 
approached  their  economic  limit  of  expansion;  indeed,  unless 
events  take  a  fresh  turn,  all  limits  to  expansion  would  henceforth 
appear  to  be  removed.     Other  factors  that  have  been  mentioned 

1  Since  these  words  were  written  it  has  been  announced  that  the  grant  will 
be  75  per  cent,  of  the  realised  local  loss.  This  is,  of  coarse,  a  preferential 
subsidy  to  building  in  the  least  economic  situations.  The  bias  in  that  direction 
is  greater  than  it  would  have  been  if  an  unvarying  percentage  of  the  cost  of 
building  had  been  offered,  as  the  argument  assumes. 
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seriously  modify  the  system  of  urban  distribution.     This  one 
revolutionises  it,  and  deprives  it  of  all  practical  utihty. 

Legislation  now  looming  up  in  the  middle  distance  promises 
to  be  still  more  destructive  of  the  system.  Comprehensive  Mini- 
mum Wage  enactments  will  affect  urban  distribution  very  greatly, 
but  the  direction  of  influence  will  depend  upon  the  method  of 
fixing  the  minima.  Unless  these  are  based  upon  the  local  cost  of 
a  series  of  standard  personal  requirements,  they  will  permit  those 
places  where  the  cost  of  living  is  dear  to  flourish  by  evading  the 
intention  of  the  law.  On  the  contrary,  a  serious  endeavour  to  base 
{he  minimum  on  the  cost  of  commodities  and  services  leads  logically 
to  the  institution  of  a  Minimum  Standard  of  Social  Environment — 
or,  at  any  rate,  of  a  Minimum  Wage  sufficient  to  pay  toe  that 
Standard  in  each  locality — the  influence  of  which  upon  urban  dis- 
tribution would  be  prodigious.  If,  for  example,  the  Minimum 
Wage  were  required  to  cover,  not  merely  the  cost  of  given  quan- 
tities of  food  and  clothing,  but  also  the  rent  of  a  house  of  a 
specified  cubic  content  on  a  plot  of  one-twelfth  of  an  acre  in  a 
district  of  standard  town-planning  amenity,  plus  the  cost  of  access 
thereto  from  the  place  of  work — and  plainly  only  the  enforcement 
of  a  standard  of  that  kind  would  put  one  place  on  an  equality  \^ith 
another  in  the  interpretation  of  the  Minimum — ^the  money  wages 
in  great  cities  would  become  so  much  higher  than  elsewhere  as  to 
compel  an  almost  universal  exodus  of  business  into  rural  dis- 
tricts. 

So  also  with  a  Minimum  Standard  of  Leisure.  The  simple 
eight-hour  day  enactment,  or  trade-union  rule,  is  virtually  evaded 
by  urEan  systems  which  impose  long  journeys  to  and  from  the 
work-place.  Just  as  the  Minimum  Wage  needs  to  be  graduated 
according  to  cost  of  living,  so  any  maximum  of  working  hours 
ought  to  be  graduated  to  compensate  for  journey  time.  Otherwise 
some  businesses  will  continue  to  compete  with  others  by  absorbing 
more  of  the  leisure  and  vitality  of  the  workers.  On  the  other 
hand,  the  enactment  of  a  Standard  Day  based  on  the  number  of 
hours  between  the  workman's  departure  from  home  in  the  morning 
and  his  return  thither  at  night,  and  therefore  varying  from  town 
to  town  in  accordance  with  the  average  daily  time  spent  in  indus- 
trial journeys,  would  have  some  exciting  effects. 

If  graduated  minima  of  this  scientific  kind  are  at  present  im- 
practicable, the  reason  is  that  the  system  of  urban  distribution 
fails  to  stand  the  test  of  the  entry  into  the  economic  province 
of  such  basic  material  interests  of  the  employed  classes  as  leisure 
and  a  healthy  environment.     The  analysis  seems  thus  to  reveal 
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not  only  that  the  system  is  becoming  indefensible,  but  that  its 
scientific  validity  could  have  been  challenged  long  ago  on  the 
ground  that  it  has  not  safeguarded  satisfactions  and  interests  of 
the  greatest  importance.  In  view  of  this  result,  efforts  to  preserve 
the  system  by  adapting  it  to  the  new  conditions,  with  the  object 
of  maintaining  economic  equity  as  between  town  and  country, 
and  between  small  and  large  towns,  are  fantastic.  As  between 
country  and  town,  indeed,  economic  equity  is  a  delusive  ideal; 
political  considerations  have  always  influenced  the  State  ih  its 
adjustment  of  financial  matters  between  them ;  and  now  that  the 
need  of  a  certain  quantum  of  rural  industry  is  held  to  override 
purely  commercial  considerations,  the  conception  of  economic 
equity  is  less  relevant  than  ever.  As  between  town  and  town,  the 
strict  impartiality  of  the  State,  in  legislation  of  the  type  now  cur- 
rent, would,  as  has  been  shown,  hopelessly  dislocate  the  industrial 
system ;  while  the  passing  of  such  legislation  in  a  primitive  and 
obvious  form  is  leading  to  the  disadvantageous  growth  of  the  larger 
towns,  and  actually  reinforcing  tendencies  which  foment  the  social 
evils  attacked. 

We  thus  seem  to  be  driven  to  lift  the  subject  of  urban  dis- 
tribution right  out  of  the  sphere  of  the  interplay  of  self-regarding 
actions  into  the  province  of  social  design  and  control. 

For  the  purposes  of  social  design,  the  economic  analysis,  so  far 
as  it  has  gone,  will  be  of  considerable  value ;  but  it  needs  now  to 
be  made  more  quantitative  in  character  and  to  be  extended  to  all 
fact<»rs  which  concern  the  material  welfare  of  the  people.  And 
it  must  cover  not  merely  urban  distribution  in  the  narrow  sense, 
but  the  location  and  organisation  of  rural  industries  and  settle- 
ments also.  Moreover,  economic  analysis  alone  is  not  enough. 
It  should  be  coupled  with  a  political  and  civic  analysis,  for  the 
structure  of  towns  and  villages  has  close  relations  with  their 
political  and  cultural  life.  The  object  of  the  whole  inquiry  should 
be  the  elucidation  of  guiding  principles  for  the  future ;  the  indica- 
tion of  what,  taking  every  factor  into  account,  would  be  the  most 
satisfactory  types  of  towns  and  rural  settlements. 

A  town  formula  already  proposed,  for  which  wide  usefulness 
is  claimed,  though  it  has  never  been  placed  upon  a  strict  scientific 
basis,  is  the  set  of  principles  associated  with  the  Garden  City 
movement.  This  contains  the  ideas  of  the  limitation  of  size,  popu- 
lation, and  density,  of  close  contact  between  urban  and  rural  in- 
dustry, and  of  municipal  ownership  and  control  of  land  and  public 
services  as  a  means  of  enforcing  design  and  securing  permanence. 
The  formula  provides  well  for  health,  amenity,  leisure,  and  manu- 
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facturing  efficiency,  and  for  a  rural  organisation  much  superior 
to  the  scattered  village  system ;  but  a  more  detailed  quantitative 
analysis  is  needed  to  ascertain  what  is  the  minimum  population 
which  will  give  a  reasonable  amount  of  localised  interdependence 
of  industry.  Obviously  elements  of  taste  and  judgment  will  enter 
into  the  determination  of  an  exact  formula  for  the  ideal  town. 
The  balance  of  considerations  will  also  be  much  affected  by  local 
conditions,  as,  for  example,  the  prevalent  scale  upon  which  in- 
dustry is  conducted.  Thus  you  could  not  run  many  first-class 
shipyards  in  a  town  with  the  Letchworth  population  limit  of 
35,000,  though  the  new  method  of  "fabricating"  ships,  if  it  is 
continued  after  the  war,  will  permit  of  a  considerable  decentralisa- 
tion of  this  industry.  But  the  idea  of  fixing  a  definite  limit  seems 
a  primary  necessity  of  social  design,  and  for  this  reason  the  Garden 
City  formula  is  an  excellent  basis  for  further  discussion  and 
analysis. 

It  is  very  important  that  the  practical  bearing  of  the  arguments 
here  brought  forward  should  be  immediately  realised.  Limitation 
of  large  towns  implies,  and  can  perhaps  best  be  brought  about  by, 
the  provision  of  new  towns  for  the  surplus  population  ;  and  if  ever 
there  were  an  opportunity  for  the  initiation  of  such  a  departure 
in  policy,  it  is  now.  Vast  numbers  of  new  houses  have  to  be 
placed  somewhere.  Thousands  of  factories  and  workshops  have 
to  be  built  to  meet  the  new  conditions  of  industry.  Where  are  all 
these  to  go?  The  State  finds  itself  forced  to  answer  this  question, 
since  its  influence,  by  the  accident  of  events,  is  decisive.  It  is 
vital  that  sound  principles  should  be  agreed  upon  before  such 
enormous  quantities  of  energy  and  material  flow  irrevocably  into 
the  wrong  channels.  If,  for  example,  we  continue,  with  the  aid 
of  State  loans  and  grants,  to  build  extensive  new  garden  suburbs 
to  cities  like  London,  Birmingham,  and  Manchester,  we  shall 
almost  certainly  increase  the  difficulties  of  adopting  a  good  social 
design  later  on.  It  is  fallacious  to  assume,  as  some  town-planning 
reformers  do,  that  we  can  go  on  indefinitely  adding  garden  suburbs 
to  great  towns,  returning  at  our  leisure  to  open  up  the  central 
areas.  To  dilute  the  heart  of  a  city  with  gardens,  open  spaces, 
and  wide  roads  is  to  revolutionise  its  whole  economic  basis.  To 
present  only  one  aspect  of  this — men  may  find  it  worth  while  to 
travel  two  hours  per  day  for  the  sake  of  operating  their  businesses 
in  a  centre  which  is  highly  organised  and  concentrated,  but  they 
may  not  be  willing  to  travel  three  hours  per  day  to  and  from  a 
centre  where  the  degree  of  concentration  is  much  less.  If  we 
seriously  intend  to  reduce  tBe  density  of  our  cities,  which  is  the 
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only  way  to  make  {hem  tKoronghly  healthy,  we  ought  to  have 
some  idea  of  the  subm-b-carrying  capacity  of  the  proposed  type  of 
city-centre,  before  proceeding  to  add  further  suburbs.  And  if 
the  provision  of  a  rural  zone  to  every  large  industrial  group  is 
found,  as  in  the  Garden  City  formula,  to  be  an  important  element 
of  the  ideal  town  structure,  we  ought  to  make  provision  for  such 
zones  in  our  development  adjacent  to  great  cities — building  satellite 
towns,  with  a  considerable  measure  of  industrial  self-dependence, 
rather  than  suburbs.  And  this  would  mean  quite  a  different 
manner  of  planning,  and  the  selection  of  situations  some  distance 
further  from  the  centre.  Proper  examination  of  the  whole  problem 
would  show  what  is  possible  and  what  is  not ;  what  is  in  the  line 
of  an  ordered  design,  and  what  would  prove  in  the  long  run  an 
obstruction  thereto.  At  present  we  are  not  proceeding  in  absolute 
darkness.  There  is  enough  light  to  make  it  evident  in  which 
direction  we  ought  to  be  travelling,  though  the  precise  point  of 
destination  is  still  in  doubt.  It  is  also  very  evident  that  we  are 
not  travelling  in  that  direction  and  that  unless  prompt  attention 
is  paid  to  the  helm  we  shall  find  that  our  progress  does  little  but 
add  to  our  difficulties. 

Edward  Ormiston* 
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MARKET. 

The  probability  of  peace  being  definitely  arranged  within  a 
measurable  distance  of  time  naturally  arouses  consideration  as  to 
how  international  money  market  operations  will  be  resumed  when 
that  desirable  object  is  attained.  From  the  City  point  of  view,  one 
of  the  most  important  matters  that  will  have  to  be  faced  is 
whether  when  conditions  become  normal  the  old  predominance 
of  London  in  the  money  markets  of  the  world  will  be  restored  to 
its  full  power.  During  the  course  of  the  war  there  have  been 
many  factors  which  interfered  with  the  ordinary  course  of  inter- 
national financial  transactions.  The  remittance  of  money  from 
one  point  to  another  has  been  either  forbidden  or  restricted,  and 
a  great  deal  of  business  that  was  hitherto  done  by  means  of  the 
drawing  of  sterling  bills  on  London  has  been  conducted  upon  a 
cash  basis.  The  employment  of  gold  to  correct  foreign  exchanges 
has  sunk  to  a  minimum,  and  owing  to  the  demands  of  the  war 
the  London  market  has  experienced  the  novel  condition  of  finding 
all  the  neutral  exchanges  very  adverse.  Such  conditions  leave 
room  for  a  considerable  drift  in  international  business,  and  in 
some  quarters  it  is  suggested  that  the  long-dated  supremacy  of 
London  as  the  monetary  centre  of  the  world  might  be  endangered. 

On  this  point  I  do  not  think  there  need  be  much  immediate 
anxiety  if  those  in  control  will  meet  the  situation  in  a  statesman- 
like manner,  and  with  a  due  regard  to  the  new  conditions  that 
have  been  produced  by  the  course  of  events  during  the  war.  If 
only  these  considerations  are  kept  well  in  view  there  seems  to  me 
no  likelihood  that  any  other  financial  centre  can  supersede 
London  at  this  stage.  New  York,  when  the  United  States  has 
more  fully  developed  her  internal  resources,  and  service  in  the 
foreign  field  offers  greater  reward  to  her  young  men  than  service 
at  home,  may  perhaps  take  financial  precedence  of  London,  but 
that  is  not  just  yet.  It  is  beyond  question  that  Great  Britain 
and  the  United  States  can  co-operate  in  many  financial  ways  at 
home  and  abroad  to  the  advantage  of  both.  The  estrangements 
of  old  times  are  at  an  end,  and  this  war  has  brought  the  English- 
speaking  nations  together  again,  so  that  they  know  and  respect 
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each  other  to  an  extent  that  seemed  irapossible  a  few  years  ago. 
That  is  one  of  the  big  gains  to  both  nations  arising  out  of  this 
great  tragedy. 

Berlin  as  the  money  market  of  the  M^orld  is  unthinkable.  So 
far  as  banking  capacity  and  experience  are  concerned,  it  may  be 
admitted  that  Germany  is  quilified  to  organise  and  run  an  inter- 
national money  maricet.  A  majority  of  the  names  of  the  promi- 
nent merchant  bankers  of  London  indicate  their  origin,  and 
associate  their  forefathers  with  the  policy  of  peaceful  penetra- 
tion, but  until  the  moral' code  of  Germany  changes,  and  perma- 
nent proof  is  given  that  her  conversion  is  sincere,  we  can  dismiss 
the  possibiUty  of  any  country  voluntarily  placing  its  resources 
within  her  banking  control.  This  does  not  say,  however,  that 
London  will  regain  its  old  pre-eminent  position  without  a  certain 
amount  of  effort.  All  the  monetary  centres  will  start  after  peace 
is  estabUshed  under  exceptional  and  very  uncertain  conditions. 
Those  controlling  their  operations  will  have  to  act  boldly,  and  yet 
with  complete  assurance  that  the  policy  they  pursue  will,  in  a 
measure,  bring  back  business  to  something  like  normality.  And  it 
is  precisely  on  the  means  to  be  adopted  that  division  of  opinion 
is  likely  to  be  experienced.  For  instance,  in  certain  quarters  in 
London  some  are  found  in  favour  of  futther  extending  the  pro- 
tection so  long  enjoyed  by  the  home  accepting  interests  in  the 
London  money  market  for  their  paper  as  against  that  of  the  foreign 
banks  with  offices  in  London.  The  views  entertained  in  this 
respect  found  expression  in  the  following  paragraph,  which 
appeared  in  the  Times  on  July  6th  last  :— 

FOREIGN  BANKS  IN  LONDON. 

**  We  understand  that,  as  a  result,  no  doubt,  of  the  experience  gained 
through  the  war  of  the  results  of  the  establishment  in  Ijondon  of  the  branches 
of  enemy  banks,  the  whole  question  of  the  conditions  under  which  any  foreign 
banks  whatever  ought  to  be  permitted  to  establish  themselves  in  this 
country  has  been  under  the  consideration  of  the  Committre  of  Clearing 
Bankers.  Also  that  they  recently  drew  up  a  report  of  their  conclusions, 
involving  various  restrictions  on  the  operations  of  foreign  banks  here,  and 
that  this  report  has  been  put  before  Lord  Cunliflfe's  Committee  on  Currency 
and  Exchange,  which  is  regarded  as  the  proper  body  to  make  recommenda- 
tions on  such  a  subject  to  the  Government.  There  had  been  for  some  time 
before  the  outbreak  of  war  a  good  deal  of  criticism  in  British  banking  circles 
about  the  facilities  given  in  this  country  for  competition  by  foreign  institu- 
tions, and  it  may  well  be  understood  that  the  case  for  restricting  it  has  been 
vastly  strengthened  in  view  of  after-war  prospects." 

According  to  this  commentates:  the  Committee  of  the  Ixmdon 
Clearing  Banks  in  their  considered  report  desire  in  future  not  only 
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to  restrict  the  operations  of  all  foreign  banks  in  the  world*8 
money  market  in  London,  but  also  had  under  review  whether  any 
agency  banks  whatever  ought  to  be  permitted  to  establish  them- 
selves in  this  country.  Yet,  with  one  or  two  exceptions,  the 
agency  banks  more  particularly  alluded  to  are  those  of  our  Allies 
in  the  war.  When  such  views  are  expressed  one  wonders  whether 
the  Clearing  Banks'  Committee  realises  that  the  money  market 
of  the  world,  if  it  is  to  be  continued  in  London  after  the  war, 
must  be  something  more  than  a  mere  local  banking  organisation. 

Fortunately  such  opinions  are  not  generally  held  by  those 
well  able  to  judge  the  conditions  that  go  to  form  a  great  inter- 
national monetary  centre,  as  is  evident  from  the  report  of  a  recent 
important  committee.  This  committee  was  appointed  by  the 
Board  of  Trade  to  inquire  as  to  what  amendments  might  be 
advisable  in  the  Companies  Acts  1908-17,  having  regard  to  the 
constructive  policy  after  the  war. 

The  following  gentlemen  were  members  of  the  committee  : — 
The  Kt.  Hon.  Lord  Wrenbury ;  Mr.  Arthur  S.  Comyns-Carr; 
Sir  Frank  Crisp,  Bart.;  Mr.  George  Welsh  Currie;  Mr.  Frank 
Gore-Browne,  K.C. ;  Mr.  James  Martin;  the  Hon.  Algernon 
H.  Mills;  Mr.  Bichard  David  Muir;  Mr.  Christopher  T.  Need- 
ham,  M.P. ;  Mr.  Henry  A.  Payne,  C.B. ;  Sir  Owen  Phillipps. 
K.C.M.G.,  M.P. ;  Sir  William  Plender,  G.B.E. ;  Mr.  Owen  C. 
Quekett ;  Mr.  Andrew  Wilson  Tait.  The  power  of  this  committee 
to  speak  with  authority  in  regard  to  conditions  in  Lond(Mi  is 
unquestioned,  and  it  is  significant  that  the  opening  paragraphs  of 
their  report  were  framed  as  follows  : — 

**  The  question  which  lay  in  the  forefront  of  our  investigations  and  to 
which  we  attributed  prime  Importance  was  that  of  the  employment  of 
foreign  capital  in  British  industries. 

**  The  preliminary  question  whether  it  is  desirable  that  foreign  capital 
should  be  freely  attracted  to  this  country  is  one  upon  which  there  is  little, 
if  any,  difference  of  opinion.  The  maintenance  of  London  as  the  financial 
centre  of  the  world  is  of  the  first  importance  for  the  well-being  of  the 
Empire;  anything  which  would  impede  or  restrict  the  free  flow  of  capital 
to  the  United  Kingdom  would  in  itself  be>  prejudicial  to  Imperial  interests, 
and  any  legislation  which  would  tend  to  impede  or  restrict  the  free  flow  of 
capital  here  by  imposing  restrictions,  or  creating  impediments,  ought  to  be 
jealously  watched,  lest  in  the  endeavour  to  prevent  what  has  come  to  be 
called  *  peaceful  penetration,*  the  normal  cause  of  commercial  development 
should  be  arrested. 

**  It  is  to  be  borne  in  mind  that  at  the  conclusion  of  the  war — ^if  it  should 
be^  concluded  upon  such  terms  as  we  hope  and  anticipate — there  is  no 
probability  that  the  countries  which  are  now  the  enemies  of  the  Allies  will 
be  those  which  will  be  in  possession  of  capital  looking  for  external  employ- 
ment.   Outside  the  countries  of  the  Allies,  it  may  be  said,  speaking  generally. 
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and  subjoot  to  exceptions  of  no  great  moment,  that  Europe  will  have  little 
surplus  capital  to  invest.  The  foreign  capital  which  we  have  to  contemplate 
will  be  capital  flowing  not  from  the  Central  Empires  of  Europe,  but  from 
other  parts  of  the  world,  of  which  America  may  be  the  chief.  To  impose 
restrictions  upon  the  influx  of  capital  aimed  at  our  present  enemies,  with  the 
result  of  deterring  the  flow  of  capital  from  (say)  America,  would  be  a  policy 
highly  injurious  to  the  economic  recovery  and  renewed  prosperity  of  this 
country  after  the  war.  For  these  reasons  we  are  of  opinion  that  in  all 
amendments  of  the  law  falling  within  the  scope  of  our  reference  the 
expediency  of  the  attractions  of  foreign  capital  should  be  steadily  borne 
in  mind,  and  anything  which  would  have  a  restrictive  or  a  deterrent  effect 
should,  as  far  as  possible,  be  avoided.*' 

There  is  thus  a  distinct  cleavage  of  opinion  as  to  the  methods 
that  should  be  adopted  when  business  is  conducted  after  the 
war,  and  a  close  consideration  of  the  position,  with  an  open 
mind  as  to  improved  methods  of  working,  is,  in  my  opinion,  a 
matter  of  high  importance  at  the  present  moment. 

If  London  is  to  resume  its  supremacy  as  the  financial  centre 
of  the  world,  there  should  be  no  restrictions  on  the  legitimate 
operations  of  foreign  banks  which  are  entitled  to  their  proper 
share  in  the  world's  money  market.  You  cannot  have  the  world's 
money  market  located  in  London  unless  the  foreign  banks  are 
allowed  to  have  their  rightful  status  in  such  a  market.  The 
money  market  of  the  world  is  essentially  a  cosmopolitan  thing. 
It  was  one  of  the  few  concrete  instances  of  realised  Free  Trade 
before  the  war,  except  in  one  respect,  to  which  I  shall  refer 
later  on. 

Great  Britain's  import  and  export  trade  will  always  ensure 
a  big  bill  discounting  business  in  Lombard  Street.  It  is,  how- 
ever, essential  to  the  retention  of  the  world's  money  market  in 
London  that  inter-foreign  trade  transactions  should  continue  to 
be  financed  by  the  Sterling  Bill.  Inter-foreign  trade  covers  goods 
moving  from  one  country  to  another,  in  which  operation  the 
United  Kingdom  is  neither  importer  nor  exporter.  As  illustra- 
tions— ^the  rfiipment  of  silk  from  the  Far  East  to  New  York,  or 
coffee  from  South  America  to  New  York,  or  to  any  other  country 
than  the  United  Kingdom,  is  foreign  commerce  that  has  nothing 
whatever  to  do  with  British  trade.  Quite  half  the  total  amount  of 
sterling  bills  that  come  to  London  represents  the  financing  of 
inter-foreign  trade.  London's  supremacy  in  the  exchange  markets 
of  the  world  is  therefore  based  on  something  more  than  British 
foreign  trade,  other  nations,  in  fact,  being  contributors  to  British 
financial  prestige  in  making  London  the  world's  money  centre. 
Are  these  facts  recc^nised  and  reciprocated  in  London  as  they 
ought  to  be?    It  is  because  I  do  not  consider  they  have  been,  that 
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I  suggest  that  the  time  is  now  opportune  for  the  removal  of  an 
unfair  restriction  on  agency  banks,  in  a  market  which  is  built 
up  by  international  co-operation.  It  is  of  the  utmost 
importance  to  London's  future  position  that  this  inter-foreign 
trade  financing  should  be  preserved  and  encouraged  after  the 
war.  The  foreign  banks  have  opened  in  London  because  they  feel 
they  are  entitled  to  their  place  there  as  members  of  the  world's 
financial  clearing  house,  and  to  enjoy  in  this  city  the  full  privi- 
leges  of  membership.  If  they  did  not  possess  their  own  London 
offices  they  would  be  obliged  to  employ  agents,  who,  like  all 
agents,  have  to  be  paid  for  their  services.  These  agents,  the 
banks  or  the  merchant  accepting  houses,  naturally  would  prefer 
to  reserve  the  privileges  of  this  financial  clearing  house  for  them- 
selves alone,  just  as  the  London  clearing  bankers  have  success- 
fully kept  out  the  provincial  banks  from  the  London  Clearing 
House.  It  is  simply  a  matter  of  vested  interests.  But  such  a 
narrow  and  selfish  spirit  in  regard  to  the  world's  money  market 
cannot  be  maintained  if  London  is  to  continue  its  financial  supre- 
macy. So  long  as  every  foreign  country  was  dependent  on  Lon- 
don's financial  assistance,  I  take  it  these  countries  had,  so  to 
speak,  to  put  their  pride  in  their  pockets  and  amiably  accept  the 
situation.  But  when  conditions  have  changed  abroad  something 
requires  to  be  done  to  induce  certain  transactions  to  come  to 
London  as  before.  If  not,  London  may  wake  up  to  find,  too  late, 
that  it  has  pursued  a  mistaken  policy. 

Sir  Charles  Addis,  in  his  recent  article  in  the  Edinburgh 
Review,  on  **  The  Problems  of  British  Banking,"  when  discuss- 
ing the  subject  of  agency  banks  in  London,  points  out  that  their 
acceptances  are  discriminated  against  in  the  market  through  the 
discount  rates  quoted  for  such  paper,  as  against  the  British  bill. 
The  world's  money  market,  if  it  is  to  be  permanently  located  any- 
where, must  be  a  free  and  fair  market.  The  seeds  of  disintegra- 
tion are  within  it,  if  any  of  its  members  obtain  advantages  not 
accorded  to  all. 

Here  in  London,  in  the  world's  money  market  of  all  places, 
where  such  a  thing  is  antagonistic  in  principle  to  such  a  market, 
and  in  the  home  of  Free  Trade,  too,  we  find  Protection  has  been 
in  existence  for  the  benefit  of  home  accepting  interests  for  many 
years. 

Sir  Charles  recognises  very  fairly,  I  submit,  that  the  supremacy 
of  London  would  be  weakened  by  the  removal  of  agency  banks' 
funds  to  any  other  money  centre,  and  emphasises  the  obvious 
fact  that  the  world's  money  market  must  of  necessity  mean  the 
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direct  representation  in  that  market  of  banks  of  all  nationalities. 
Wherever  that  market  is  located  a  fundamental  principle  of  such  a 
market  should  be  that  no  member  should  obtain  preferential 
advantages,  except  those  based  on  intrinsic  merit. 

I  do  not  mean  that  every  foreign  agency  acceptance  should 
command  the  finest  discount  rate  current  in  the  London  market. 
But,  if  any  foreign  agency  acceptance  is  as  inherently  good  as  any 
other  London  acceptance,  it  should  not  be  discriminated  against 
solely  on  the  ground  of  its  being  a  foreign  agency,  and  should  be 
entitled  to  the  most  favourable  discount  rate  of  its  class.  In  one 
or  two  cases,  I  am  well  aware,  this  is  the  case  to-day,  and  I 
suggest  that  it  would  be  a  graceful  act  if  it  were  officially  an- 
nounced that  the  old-time  stigma  which  has  attached  to  this 
class  of  paper  had  been  removed. 

The  political  effect  of  this  action,  I  believe,  would  be  con- 
siderable, especially  in  banking  circles  in  Germany,  and,  after  all, 
it  would  perhaps  be  the  best  method  open  to  us  to  ensure  the 
continuance  of  the  supremacy  of  the  sterUng  bill  in  the  exchange 
maricets  of  the  world.  If  discrimination  is  to  be  made  against 
any  class  of  bills  in  London,  either  against  their  availability  for 
discount  at  the  Bank  of  England,  or  in  regard  to  market  rate  dif- 
ferentiation, I  suggest  that  the  bills  so  treated  should  be  those 
which  Sir  Edward  Holden  some  years  ago  described  as  "  Spurious 
Finance  Bills  "  drawn  on  any  bank  in  London,  whether  clearing 
or  otherwise. 

If  London  is  to  be  the  money  market  of  the  world  in  futiu'e, 
in  my  judgment  it  is  essential  to  recognise  that  foreign  banks  have 
a  right  to  be  there,  and  to  be  given  equality  of  opportunity  for 
the  exercise  of  their  legitimate  banking  functions  in  that  money 
market. 

When  a  foreign  bank  opens  an  office  of  its  own. in  London  it 
results  in  its  former  London  correspondent  losing  some  advan- 
tages. The  foreign  bank's  balances  are  then  lent  through  its  own 
London  office  in  the  London  market,  and  the  prestige  and  profit 
from  this  action  inure  to  the  foreign  bank  instead  of  to  the  former 
vicarious  owner.  Again,  considerable  commissions  for  agency 
and  acceptance  work  are  lost  to  the  London  correspondent,  and 
the  management  of  that  bank  would  scarcely  be  human  if  it  said . 
it  liked  to  see  its  valuable  accounts  diminish  in  this  way.  The 
merchant  accepting  houses  also  do  not  favour  foreign  banks 
opening  London  offices  because  their  former  foreign  clients  natur- 
ally prefer  opening  their  sterling  credits  through  their  own  banks 
with  London  offices.    The  foreign  agency  bank  acceptances  afford 
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increased  security  to  the  English  buyer  of  these  acceptances,  for, 
if  the  credit  risk  of  the  opener  of  such  credits  was  good  enough 
for  the  merchant  accepting  houses  to  take  for  their  own  account, 
the  financial  strength  of  most  of  the  London  agency  banlfs  is 
superior  to  many,  if  not  all,  of  these  accepting  houses. 

It  used  to  be  a  common  remark  and  objectiqn  to  the  discount- 
ing of  London  agency  acceptances  that  the  assets  to  cover  these 
were  not  in  London.  The  merchant  accepting  houses,  when  they 
accept  on  foreign  account,  must  send  the  relative  shipping  docu- 
ments abroad,  just  as  the  agency  banks  do ;  otherwise  it  would  be 
impossible  to  receive  the  relative  covering  remittances  at  maturity. 
The  holder  of  a  bill  accepted  by  a  merchant  banker  on  foreign 
account — and  nearly  all  the  acceptances  of  merchant  bankers  are 
on  foreign  account — who  imagines  because  this  bill  is  discount- 
able at  the  Bank  of  England  he  holds  something  of  superior  intrin- 
sic security  than  if  he  held  an  agency  bank  bill,  does  not  under- 
stand the  nature  of  inter-foreign  trade  paper.  Few  agency  banks 
accept  to  the  full  extent  of  their  capital  and  reserves,  whereas  the 
majority  of  these  merchant  bankers  habitually  accept  to  many 
times  the  extent  of  their  capital — ^in  some  cases  beyond  five  times 
their  capital.  The  objection  raised  by  some  London  bill  buyers  to 
agency  paper  is  comprised  in  the  formula,  "  Their  assets  are  not 
in  this  country."  This  is  not  correct  in  the  case  of  all  agency 
banks,  for  some  of  them  have  more  cash  assets  in  London  than 
the  liability  on  their  own  outstanding  acceptances.  These  same 
London  bill  buyers  are  apparently  unaware  that,  if  they  applied 
the  same  **  formula  test  "  to  the  acceptances  they  buy  of  London 
merchant  bankers,  they  would  find  the  relative  assets  against  these 
acceptances  were  also  not  in  this  country,  and,  keeping  in  mind 
the  excessive  extent  to  which  I  have  said  some  of  these  merchant 
bankers  accept,  a  holder  of  their  accepTances  is  therefore  incur- 
ring greater  credit  risks  than  if  he  bought  agency  bank  paper 
which  some  of  these  bill  buyers  pride  themselves  on  avoiding.  It 
would  be  interesting  to  know  to  what  extent  these  London  accept- 
ing houses  usually  carry  cash  in  the  money  market,  or  hold  liquid 
reserves  against  their  outstanding  acceptances,  as  compared  with 
the  cash  and  liquid  reserves  carried  by  the  agency  banks  in  London 
against  their  outstanding  acceptances  in  his  market.  If  the  facts 
are  ever  fully  known  as  to  what  was  the  situation  in  London  in 
August,  1914,  in  regard  to  tHeir  relative  liquidity — ^I  do  not  think 
the  agency  banks  need  fear  such  a  disclosure.  Another  important 
item  to  consider  is  this — that  a  foreign  bank  with  an  agency  in 
London  is  much  more  likely  to  be  acquainted  with  the  status  of 
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its  borne  clients  opening  credits  through  its  London  office,  than 
any  accepting  house  located  in  London,  doing  foreign  business, 
can  be,  and  the  trade  of  the  agency  bank's  own  nationals  with  the 
British  Empire  certainly  tends  to  increase  by  direct  representa- 
tion of  such  a  bank  in  London,  in  a  way  that  would  be  impossible 
if  it  had  to  be  cared  for  by  agents  in  London  with  their  necessary 
limitations.  The  opposition  to  agency  banks  in  London  is 
quite  intelligible— it  mainly  arises  from  the  merchant  bank- 
ing houses  who  have  become  powerful  in  the  past  through  their 
acting  as  accepting  brolcers  for  mter-foreign  trade  m  the  world's 
money  market.  The  evolutional  development  of  international 
banking,  and  the  branch  system,  gradually  do  away  with  the  ser- 
vices of  intermediaries,  and  make  for  greater  financial  all-round 
strength,  efficiency,  and  responsibility. 

Another  factor  to  be  reckoned  with  after  the  war  is  whether 
the  foreign  and  overseas  exchange  banks  will  be  prepared  to  buy 
sterling  bills,  drawn  on  merchant  banking  firms  in  Ijondon,  with 
the  same  freedom  as  they  did  in  pre-war  times.  What  the  posi- 
tion of  these  firms  is  going  to  be  when  the  war  is  over  is,  in  some 
cases,  a  matter  of  conjecture,  and  the  difficulty  is  not  made  less  by 
the  fact  that  they  do  not  publish  balance  sheets. 

It  must  be  remembered,  too,  that  it  is  not  the  discount  market 
nor,  in  most  cases,  the  British  deposit  banks  which  give  most 
credit  to  such  acceptances.  It  is  the  foreign  and  overseas  banks 
which,  by  their  exchange  purchases,  assume  the  main  liability  on 
this  class  of  paper.  When  these  bills  are  accepted  and  the  ship- 
ping documents  are  detached  and  given  up,  the  exchange  banks 
have  generally  only  the  drawers  and  the  acceptors  on  whom  to  rely. 
In  the  majority  of  cases  it  is  the  acceptors  upon  whom  they  mainly 
depend,  and  these  merchant  bankers'  bills  are  all  strengthened  by 
the  endorsements  of  the  foreign  and  overseas  banks  before  they 
make  their  appearance  in  the  London  discount  market  and  pass 
into  other  bands. 

The  standing  of  the  merchant  accepting  houses  is  therefore  a 
matter  of  vital  concern  to  the  foreign  and  overseas  banks.  Sup- 
pose the  clearing  banks  are  prepared,  and  have  the  capacity  to 
undertake  a  large  part  of  the  inter-foreign  trade  accepting  busi- 
ness that  was  previously  done  by  the  merchant  accepting  houses, 
and  they  succeed  in  imposing  new  restrictions  on  the  legitimate 
credit  opexations  of  foreign  agency  banks  in  London.  Is  this 
attitude  towards  other  nations  which  used  the  sterling  bill  to 
finance  their  commerce  in  the  past  likely  to  conduce  to  London's 
retention  of  the  world's  money  market?    I  think  not,  and  the 
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richer  countries,  which  are  those  to  whom  this  credit  should  be 
most  freely  accorded,  could  probably  avoid  using  the^sterling  credit 
by  replacing  it  with  another  of  a  different  currency.  My  sugges- 
tion is  that,  instead  of  placing  restrictions  on  the  free  use  of  the 
sterling  bill,  drawn  on  the  agency  banks  (or  their  inter-foreign 
commerce,  now  is  the  right  moment  to  do  everything  possible 
to  still  attract  that  class  of  financial  business  to  London. 

Before  the  war  it  was  a  cause  of  complaint  in  the  London 
money  market  that  too  much  credit  was  given  to  too  few  names. 
With  bank  amalgamations  this  concentration  will  be  accentuated, 
and,  if  this  agitation  for  restrictions  on  the  operations  of  foreign 
agency  banks  is  successful,  one  naturally  inquires  on  whom  are 
the  London  sterling  bills  to  be  drawn  when  peace  comes? 

In  this  time  of  general  overhaul  and  reconsideration  one  is 
confronted  with  the  question,  "How  is  it  that,  although  the  great 
private  banking  firms  have  disappeared  and  been  superseded  by 
the  big  joint  stock  banks,  these  merchant  banking  houses  who 
lend  their  credits  for  a  consideration  should  have  escaped  the 
demand  for  periodical  published  statements  of  their  condition?*' 
The  position  and  operations  of  the  big  private  merchant  firms 
who  do  business  only  on  their  own  account  are  within  the  know- 
ledge of  their  commercial  associates  and  bankers.  When  these 
merchant  firms,  however,  develop  to  the  stage  that  their  credit 
has  become  so  high  that  they  can  lend  their  name  to  others,  and 
thereby  become  bankers  as  well  as  merchants,  it  appears  to  me 
that  the  borderland  of  privacy  has  been  passed,  and  that  it  is 
incumbent  upon  them  in  the  public  interest  to  publish  their 
balance  sheets.  The  time  is  long  passed  when  clean  credit  on 
bills  of  exchange  running  into  millions  can  be  accorded  without 
detailed  information  as  to  the  financial  foundations  upon  which 
it  can  be  justified.  Banks  and  discount  houses  disclose  all  this 
freely.  Why  should  the  merchant  accepting  houses  take  refuge 
in  secrecy?  If  one  of  these  accepting  houses  should  happen  to 
find  itself  in  difficulties,  everyone  will  wonder  why  no  demands 
had  ever  been  made  for  the  publication  of  the  balance  sheets  of 
these  houses.  Then,  of  course,  public  opinion  would  force  them 
all  to  come  into  line  with  modem  requirements  and  conditions. 

Let  us  look  at  the  position  of  most  of  the  great  joint  stock 
deposit  banks  in  London  before  the  war.  First,  what  was  the 
general  capacity  of  their  boards?  Many  of  the  directors  were 
men  who  had  no  special  knowledge  of  industry  or  commerce ;  some 
were  obviously  ornamental ;  some  had  served  the  (Government  at 
home  and  abroad ;  relatively  few  were  in  daily  touch  with  the 
industrial  life  of  our  country,  or  were  alert  or  shrewd  enough  to 
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be  a  real  help  to  the  managers  of  their  bank  when  questions  arose 
as  to  the  wisdom  of  making  advances  in  particular  industries. 
Many  of  these  directors  had  retained  their  seats  because  of  their 
association  with  merged  country  banks.  Their  mental  outlook, 
in  fact,  may  be  described  as  that  of  ooimtry  gentlemen ;  shooting 
and  hunting  are  all  very  well  in  their  place,  but  precise  informa- 
tion on  these  subjects  is  not  the  sort  of  knowledge  that  permits 
right  decisions  to  be  reached'  on  banking  policy. 

A  banking  directorate  entirely  composed  of  banking  experts 
would  probably  be  imsatisfactory.  Their  point  of  view  and 
experience  would  not  be  comprehensive  enough.  At  present, 
where  you  have  a  strong  man  as  managing  director,  or  general 
manager,  he  sometimes  dcxninates  the  board  with  his  technical 
ideas,  which  may  be  sound  enough,  so  far  as  the  liquidity  of  the 
bank  and  the  interests  of  shareholders  are  concerned,  but  which 
sometimes  fail  to  take  into  consideration  the  ultimate  prosperity 
of  the  nation,  which  is  dependent  on  something  much  more 
important  than  successful  money  lending.  Banking  is  trustee- 
ship. A  proper  granting  of  credit  should  make  possible  for  many 
the  right  to  a  livelihood  at  home  in  decent  comfort,  as  the  diver- 
sion of  credit  in  international  directions  may  deprive  our  own 
people  of  the  opportunity  of  getting  work  at  home,  and  force  them 
to  cross  the  seas  to  countries  other  than  their  own.  I  am  not 
suggesting  that  the  i^eal  bank  board  should  be  ccmiposed  entirely 
of  captains  of  industry,  who  might  deem  it  to  be  the  duty  of  their 
bank  to  accede  to  every  claim  for  financial  assistance  that  in  their 
judgment  they  considered  sound.  I  am  not  so  sure  that,  if  these 
captains  of  industry  had  supported  such  proposals — and  by  these 
captains  of  industry  I  mean  men  who  are  doing  things  daily,  and 
have  not  reached  the  stage  of  being  ex-captains  of  industry  and 
therefore  out  of  touch  with  things  as  they  are — the  general  pros- 
perity of  the  community  would  not  have  been  greater  than  it  has 
been,  under  the  domination  of  those  whose  actions  are  mainly  based 
on  what  they  regard  as  their  supreme  duty  to  their  shareholders, 
without  troubling  overmuch  about  their  duty  to  the  general  public, 
who  provide  their  capital  in  the  larger  sense.  Some  such  idea  is 
evidently  at  work  in  the  minds  of  one  of  the  largest  deposit  banks, 
as  Barclay's  chairman  the  other  day  told  his  shareholders  that  his 
bank  proposed  to  have  in  future  advisory  directors,  with  special 
knowledge  of  particular  industries.*  This  is  a  step  in  the  right 
direction,  and,  if  all  banks  will  reconstitute  their  boards  on  the 
basis  of  each  director  possessing  certain  essential  qualifications, 
the  general  managers  of  these  banks  will  have  at  their  disposal 
that  wider  knowledge  which  is  so  important  for  their  well-being. 
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One  of  the  difficulties  resulting  from  centralising  the  control 
of  banks  in  London  is  that  the  most  capable  men  engaged  in 
industrial  concerns  in  the  United  Kingdom  are  at  work  so  far  away 
from  London  that  they  are  not  easily  accessible  for  consultation. 
It  might  be  possible  to  overcome  this  drawback  if  the  general 
managers  of  each  bank  were  increased  in  number,  and  the  younger 
managers  were  free  to  go  and  consult  with  these  advisory  direc- 
tors in  the  provinces,  instead  of  asking  them  to  come  to  London 
to  board  meetings  for  that  purpose.  These  younger  general 
managers  could  devote  a  large  part  of  their  time  to  studying  indus- 
trial and  commercial  conditions  in  the  territories  covered  by  their 
bank's  operations.  The  knowledge  and  experience  these  younger 
general  managers  would  thus  acquire  would  prove  to  be  a  valuable 
asset  eventually  to  their  banks,  and  would  tend  to  develop  a  much 
more  informed  type  of  general  manager  than  now  exists  in  some 
of  the  deposit  banks  in  London.  A  few  of  the  largest  American 
banks  and  trust  companies  are  adopting  this  plan  of  giving  their 
ablest  young  men  opportunity,  responsibility,  and  status,  when 
they  are  worthy  of  it.  I  therefore  suggest  that  it  would  be  sound 
policy  on  the  part  of  the  deposit  banks  in  this  country  to  con- 
siderably reduce  their  present  directorates,  by  getting  rid  of  those 
members  of  their  boards  whose  services  are  of  little  or  no  real 
value,  and  to  rely  on  their  advisory  directors,  whose  assistance  is 
much  more  worth  having.  All  the  senior  general  managers,  I 
contend,  should  have  seats  on  the  board,  and  these,  with,  say,  five 
or  more  advisory  directors  with  special  up-to-date  knowledge  of 
industry,  and,  say,  five  or  more  directors  whose  general  fitness  is 
unquestioned,  would  constitute  a  strong  directorate,  and  produce 
well-balanced  banking  policy. 

Another  reform  that  might  well  be  considered  is  in  regard 
to  deposits.  One  of  the  excuses  frequently  offered  by  the  deposit 
banks  for  buying  so  many  bills  on  the  London  market  was  the 
necessity  of  off-setting  their  liability  on  demand  deposits.  These 
bills,  commercial  and  financial,  they  said,  were  beyond  doubt 
good,  the  return  on  them  secured  their  shareholders'  dividend, 
and  their  early  maturity  protected  the  position  of  their  depositors. 
Whether  such  an  investment  was  in  the  interests  of  the  nation  was 
not  the  main  consideration.  Were  not  these  bankers,  it  might  be 
asked,  by  buying  all  the  good  bankers'  paper  that  was  offered 
them  thus  helping  to  increase  the  prestige  of  London  as  the  money 
market  of  the  world?  Yes,  they  were  doing  that,  but  making 
London  the  money  market  of  the  world  is  surely  not  the  sole 
concern  of  British  banking.     This  demand  liability  on  deposits 
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might  be  lessened,  I  imagine,  if  the  deposit  banks  offered  higher 
interest  rates  for  fixed  deposits  for  one,  two,  or  three  years.  The 
nightmare  of  deposits  repayable  on  demand  would  be  relieved 
pro  ianto,  and  the  banker  would  be  in  a  more  protected  position 
to  discharge  his  duty  to  industry  and  the  national  interest.  Over- 
seas banks  take  fixed  deposits.  Why  should  the  Joint  Stock 
banks  advertise  to  take  only  deposits  at  seven  days'  notice?  If 
the  deposit  banks  would  offer  their  present  depositors — that  is, 
after  the  war— say  J  per  cent,  more  than  the  rate  allowed  on 
seven  days*  deposits  for  fixed  deposits  for  one  year,  f  more  for 
two  years,  and  1  per  cent,  more  for  three  years  fluctuating,  I 
have  little  doubt  a  large  amount  of  their  present  deposits  would 
be  immediately  converted  into  fixed  deposits.  These  fixed  deposit 
receipts  should  be  non-negotiable,  as  I  do  not  consider  it  would 
be  desirable  to  have  them  made  marketable.  Recently  a  sugges- 
tion has  appeared  in  the  Press  that  debenture  stocks  should  be 
created  by  banks.  The  objection  to  this,  I  think,  is  that  it  creates 
a  preference  on  bank  assets  which  is  undesirable  in  the  interests 
of  ordinary  depositors.  One  always  feels  as  an  ordinary  depositor 
with  a  discount  house,  that  one's  relation  as  a  creditor  is  less  secure 
than  with  a  bank  which  does  not  hand  out  its  assets  as  cover. 

It  does  not  seem  to  be  possible  that  the  full  and  free  use  of 
the  London  money  market,  as  it  was  before  the  war,  can  be 
restored  unless  the  victory  of  the  Allies  is  complete  and  final. 
Prussianism  must  be  destroyed  entirely,  and  the  German  people 
must  show  by  their  deeds  that  they  have  turned  their  backs  for 
ever  on  those  who  brought  about  their  degradation  in  the  eyes  of 
all  civilised  people.  Only  then  will  it  be  prudent  to  waive  the 
restrictive  regulations  that  are  now  in  force  to  prevent  our  present 
enemies  from  benefiting  by  sterling  credits  on  London  which  may 
be  granted  by  banks  and  accepting  houses  there.  These  credits 
may  take  the  form  of  bills  or  advances,  and  nothing  is  easier  for 
those  who  would  be  parties  to  such  a  thing  than  to  turn  these 
credits  over  to  th^  use  of  those  to  whom  they  would  be  directly 
denied  here.  That  is  one  of  the  difficulties  o^  being  the  world's 
money  market.  It  is  a  source  of  embarrassment  in  time  of  war, 
and  it  remains  the  same  in  times  of  peace  unless  there  is  concord 
and  sincerity  among  all  the  nations  of  the  world.  The  League  of 
Nations  is  only  a  fiction  if  all  the  great  nations  are  not  included 
therein,  and  the  world's  money  market  does  not  answer  its  own 
description  unless  the  motives  of  all  its  participants  are  free  from 
suspicion  and  confidence  is  complete. 

BoBBRT  Callander  Wysb 

E  E  2 


Digitized  by 


Google 


DEFLATION  AND  PRICES  AFTER  THE  WAR. 

Inflation  during  the  war  is  now  accepted  as  a  fact;  and 
though,  as  Professor  Pigou  has  shown,  no  precise  definition  <^ 
the  word  is  wholly  satisfactory,  yet  the  popular  conception  of  it 
as  *'an  increase  in  the  general  level  of  prices  brought  about  by 
financial  means '*  is  sufficiently  definite  for  practical  purposes. 
What  has  been  the  root  cause  of  this  inflation?  Taking  the 
world  as  a  whole  it  is  evident  that  war  expenditure  can  only  be 
provided  for  by  (1)  increased  production,  or  (2)  abstinence  from 
consumption  or  accumulation.^  In  other  words,  *'if  war  eats 
your  cake  you  cannot  have  it  yourself."  But  for  reasons  of  their 
own  Gk)vemments  prefer  to  camouflage  this  fact.  There  are  two 
ways  in  which  this  is  done.  The  first  is  by  the  issue  of  paper 
money  whereby  the  money  counters  in  the  possession  of  private 
people  change  their  real  value.  The  second  is  by  the  creation  of 
additional  bank  credits  enabling  persons  to  subscribe  to  war  loans 
without  reducing  the  amount  of  money  they  spend  or  accumulate. 
Both  methods  produce  a  rise  in  prices  which  enforces  the  absti- 
nence which  the  Governments  have  not  imposed  directly. 

But  inflation  is  not  the  sole  cause  of  a  change  in  general  price 
level.  Suppose  that  all  Gk)vernments  and  peoples  had  been  finan- 
cial purists  and  that  war  expenditure  had  all  been  met  directly 
out  of  income  (whether  paid  in  the  form  of  taxes  or  loans),  there 
would  have  been  no  inflation.  Offhand  one  is  tempted  to  argue 
that  there  would  also  have  been  no  change  of  general  price  level 
because  private  purses  would  have  been  emptied  in  the  aggregate 
to  the  exact  amoimt  that  the  State's  purses  had  been  filled.  This 
reasoning  would  hold  good  if  all  the  forces  operating  were  purely 
economic  and  if  at  the  same  time  the  aggregate  demand  of  States 
and  peoples  remained  unchanged  in  character.  But  neither  of 
these  assumptions  is  true.  War  produces  psychological  effects : 
it  provides  a  stimulus  to  exertion :  it  calls  for  restrictions  and 
rationings  on  the  part  of  the  State.    Again,  it  profoundly  alters 

I  Deterioration  .of  cspiUl  ib,  of  course,  negative  aocomulation,  and  therefore 
war  ooata  paid  for  out  of  money  that  would  otherwise  have  gone  to  keep  capital 
in  repair  are  indoded  in  the  formula  in  the  text. 
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the  nature  of  the  aggregate  demand  for  commodities  and  services  : 
it  causes  dislocation  of  industry  :  it  alters  the  requisite  weighting 
of  index  numbers.  The^efiFects  of  these  causes  will  not  all  operate 
in  the  same  direction,  but  the  enumeration  of  them  is  enough  to 
show  that  the  changes  in  general  price  level  during  the  war  must 
not  be  wholly  attributed  to  inflation. 

Another  importMit  point  to  realise  is  that,  in  determining 
general  price  level,  only  commodity  prices  are  taken  into  account. 
Prices  of  fixed  capital  already  in  existence,  and  prices  of  securities, 
do  not  enter.  During  the  war  very  remarkable  differences  have 
been  exhibited  in  the  prices  of  fixed  capital.  Some  capital  not  in 
great  demand,  or  which  has  been  restricted  or  controlled  by  the 
Government,  has  fallen  in  price,  while  other  capital  which  is  much 
needed  and  difficult  to  replace  has  soared  to  fabulous  heights. 
Thus  a  great  deal  of  house  property  has  fallen  (e.g.,  in  the  City 
of  London  by  20  or  30  per  cent.),  while  some  has  enhanced.  Again, 
what  has  happened  to  the  railways  in  this  country  should  be  com- 
pared with  what  has  happened  to  the  ships.  Both  are  public 
utilities,  both  have  been  in  great  demand  during  the  war,  both 
have  been  controlled  by  our  Government,  but  the  control  has 
been  of  a  different  kind.  In  consequence  ordinary  railway  shares 
have  actually  fallen  in  price,  while  shipping  shares  have  mounted 
many  Md.  The  change  which  the  war  has  brought  about  in  the 
prices  of  securities  bearing  a  fixed  rate  of  interest  is  uniformly 
downward.  This  is  not  surprising,  for  these  prices  merely  express 
the  amount  of  money  required  to  produce  a  fixed  income.  As  the 
current  rate  of  interest  for  new  investments  rises  in  consequence 
of  the  great  State  loans,  this  amount  naturajly  falls. 

With  the  cessation  of  hostilities  the  world  will  ^  enter  on  a 
transition  period  which  will  probably  be  c<Hitinued  for  several 
years  before  equilibrium  is  &gain  reached.  The  essential  char- 
acters of  this  period  will  be  :  (1)  Continuation  of  extraordinary 
State  expenditure;  (2)  Demobilisation  of  men  and  capital  from 
war  work  and  their  general  absorption  into  peace  work  ;  (3)  Recoil 
from  the  restrictions  and  abstinences  of  war. 

(1)  Thoughtless  people  are  apt  to  assume  that  within  a  few 
weeks  of  the  cessation  of  hostilities  the  exp^iditure  on  war  will 
almost  disappear.  So  far  from  this  being  the  case,  it  is  likely 
that  it  will  remain  nearly  at  its  full  war  level  for  several  months, 
and  even  then  only  gradually  decline.  It  follows  that  the  various 
States  which  have  borrowed  most  of  the  money  required 
to  pay  for  the  war  during  its  progress  will  continue  to  borrow  for 

^  This  artiola  was  written  before  the  aimistioe. 
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many  months  (some,  perhaps,  for  years)  after  hostilities  come  to 
an  end. 

(2)  In  1914  the  transition  from  peace  to  war  produced  a  dis- 
location which  caused  grave  unemployment  both  of  labour  and 
of  existing  (fixed)  capital,  and  cut  down  the  total  volume  of  pro- 
duction. Gradually,  as  the  war  machines  grew,  they  ate  up  all  the 
fluid  labour  and  capital  and  reduced  unemployment  to  a  record 
minimum,  at  the  same  time  swelling  the  total  output  (including 
war  output)  above  the  pre-war  amount.  When  peace  comes  the 
demobilisation  of  labour  and  capital  will  produce  a  similar  dis- 
location and  reduction  of  total  output.  Some  war  capital  and 
some  labour  will  becmne  permanently  derelict,  some  will  take 
time  to  adjust  itself  to  the  new  conditions,  some  will  be  immediately 
available.  A  striking  example  of  the  last  class  is  the  merchant 
marine  which  will  set  about  carrying  civil  merchandise  directly  it 
is  released  from  carrying  soldiers  and  munitions  of  war. 

(3)  During  the  war  there  have  been  restrictions  against  the 
subscription  of  new  capital  for  private  enterprise.  Soon  after 
hostilities  cease  these  restrictions  will  have  to  be  removed,  or,  at 
any  rate,  relaxed,  in  order  that  the  world  may  restart  its  civil 
life.  Belgium  and  other  devastated  areas  will  have  to  be  rebuilt 
and  restocked;  new  cottages  must  be  built  in  every  country; 
railway  lines  and  rolling  stock  will  have  to  be  renovated ;  and  a 
vast  outburst  of  industrial  activity  in  many  directions  will  be 
required.  Entrepreneurs  will  need  money  to  finance  all  these 
undertakings.  Again,  during  the  war,  restrictions  have  been  im- 
posed and  voluntary  abstinence  practised  in  the  matter  of  personal 
expenditure.  Much  of  this  is  of  a  quasi-capital  character,  such 
as  repairs  to  private  houses,  replacement  of  furniture,  renewal  of 
clothing,  etc. ;  with  the  cessation  of  hostilities  people  will  desire 
to  make  these  arrears  good  and  will  in  many  cases  be  prepared  to 
do  so  out  of  capital  if  they  are  not  able  to  meet  the  expense  out  of 
income. 

Combining  together  the  demand  that  will  be  made  for  money 
by  Governments  and  private  jiersons  in  the  first  months  after 
hostilities  cease,  it  seems  likely  that  it  will  even  exceed  the  de- 
mands that  have  been  made  during  the  continuance  of  the  war. 
And  as  there  will  be  no  new  sources  of  money  to  be  tapped,  banks 
will  be  called  upon  to  lend  money  to  Governments  and  to  private 
persons  to  an  extent  equal,  or  perhaps  even  greater,  than  they  do 
to-day,  thereby  creating  further  inflation  unless  it  be  checked  by 
specific  means. 

Apart  from  inflation  the  main  causes  tending  to  increase  prices 
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will  be  (1)  the  dislocation  of  the  industrial  machine,  which  will 
reduce  supply ;  (2)  the  psychological  recoil  from  the  restraint  of 
war  which  will  increase  demand ;  and  (3)  the  increase  in  the  price 
of  existing  fixed  capital  (e.g.,  houses),  which  will  expand  until  it 
equals  the  prices  at  which  similar  new  fixed  capital  can  be  pro- 
duced.^ The  causes  tending  to  lower  prices  will  be  (1)  the  release 
of  ships*  tonnage,  which  will  increase  and  cheapen  transit ;  (2)  the 
increase  of  civil  output  arising  from  the  redevelopment  of  civil 
life  and  improved  methods  of  production ;  (3)  the  cessation  of  the 
great  war  profits  and  high  wages  in  munition  factories,  which  will 
reduce  demand ;  and  (4)  the  ending  of  monopolistic  conditions.  It 
is  hazardous  to  guess  on  which  side  the  balance  will  be,  but, 
taking  inflation  and  economic  causes  together,  the  confident  hope 
of  the  man  in  the  street  that  the  cessation  of  hostilities  will  imme- 
diately and  automatically  see  a  big  fall  in  prices  is  not  at  all  likely 
to  be  realised  ;  and  it  may  very  well  be  that  months,  perhaps  even 
more  than  a  year,  will  elapse  before  the  natural  causes  tending  to 
reduce  them  get  the  better  of  those  which  tend  towards  a  still 
further  increase. 

The  point  may  be  exj^essed  scwnewhat  differently  as  follows  : — 
During  the  war  the  world  has  devoted  a  great  deal  of  energy  to 
unproductive  output,  but  it  has  minimised  the  effect  of  this  upon 
commodities  for  immediate  consumption  by  not  merely  ceasing 
to  increase  capital  but  by  allowing  it  to  be  reduced.  When  the 
war  is  over  this  wastage  will  no  longer  Ue  tolerated,  and  an  in- 
crease of  capital  will  Be  demanded.  This  creation  of  new  capital 
and  repair  of  old  capital  will  not  immediately  yield  an  appreciable 
additional  output  of  commodities.  So  long,  therefore,  as  unpro- 
ductive expenditure  is  still  considerable  and  while  dislocation  is 
having  its  effect  the  output  of  consumable  commodities  may  be 
actually  less  than  during  the  war.  People  will  therefore  go  very 
short.  This  they  will  endeavour  to  resist ;  and  as  their  power 
to  keep  up  incomes  is  in  general  greater  than  their  power  to  keep 
down  prices,  prices  would  naturally  rise. 

Superimposed,  however,  on  these  conditions  will  be  the  result 
of  any  direct  financial  action  taken  by  the  Governments.  For 
the  most  part  such  action  will  be  national,  but  there  is  one  pro- 
posal for  world  action  which  is  put  forward  by  Mr.  Stilwell  in  the 
Great  Plan,  He  proposes  to  issue  world  bonds  to  the  total  of  all 
the  war  debts,  and  in  effect  to  hand  these  over  to  the  creditors 

1  I  Msume  that  rationing  »nd  price  control,  including  the  bread  sobsidy  in 
Great  Britain,  will  be  continued  for  some  time.  If  not,  their  removal  will  be 
a  further  cause  of  increase. 
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and  to  make  them  legal  tender  in  all  lands.  Assuming  it  to  be 
possible  to  put  this  gigantic  project  into  operation  the  effect  would 
be  to  flood  the  currency  of  the  world  with  an  addition  of  incon- 
vertible paper  to  the  face  value  of  upwards  of  d630,000  millions. 
This  unprecedented  inflation  would  cause  prices  to  soar  to  ten 
or  twenty  times  their  present  level;  all  existing  contracts  and 
wage  agreements  would  become  impossible,  and  it  is  not  too  much 
to  say  that  the  whole  financial  system  of  the  world  as  we  know 
it  would  break  down. 

For  the  discussion  of  other  schemes  and  proposals  it  is  better 
to  confine  attention  to  a  single  country.  In  the  times  before  the 
war  all  the  great  nations  had  a  gold  standard,  and  gold  was  free 
to  be  exported  or  imported  by  private  persons.  Consequently 
relative  inflation  of  one  country  compared  with  another  was 
speedily  corrected  by  the  flow  of  gold.  Disregarding  such  tem- 
porary transferences,  trade  was  based  on  an  equilibrium  of  ex- 
ports and  imports.  Imports  pltut  interest  on  debts  owed  phis 
new  capital  lent  to  foreigners  equalled  exports  plus  carrying  trade 
pltut  interest  on  old  capital  lent  to  foreigners  plus  new  debts 
incurred. 

During  the  war  the  gold  standard  has  been  abandoned  by  most 
of  the  belligerent  countries,  and  though  nominally  retained  by 
Great  Britain,  it  is  hedged  about  with  such  restrictions  that  gold 
is  actually  at  a  premium.  Relative  inflation,  therefore,  exists; 
and  the  equilibrium  between  exports  and  imports  is  preserved  by 
effecting  public  and  private  loans  and  by  selling  existing  foreign 
securities.  Thus  in  the  case  of  Great  Britain,  which  has  obtained 
an  increasing  excess  of  imports-from  over  exports-to  America 
during  the  war,  the  balance  of  trade  has  been  made  good  (1)  by 
sales  to  Americans  of  American  securities  previously  owned  by 
British  men  and  women ;  (2)  by  the  British  Government  borrow- 
ing from  American  individuals ;  (3)  by  the  British  Grovemment 
borrowing  from  the  American  Government.  Such  sales  and  loans 
have  not  produced  inflation  in  this  country,  though  by  their 
means  it  has  been  possible  for  us  temporarily  to  pay  for  the  war 
without  either  increased  production  or  abstinence.*  They  con- 
stitute a  real  case  of  our  people  throwing  the  burden  of  war  on 
to  the  backs  of  their  posterity.  On  the  other  hand,  the  loans 
made  to  the  Allies  during  the  war  have  meant  increasing  our  ex- 
ports as  against  our  imports.  The  money  spent  by  our  Govern- 
ment in  providing  these  exports  has  formed  part  of  the  total  war 
cost,  and  has  played  its  part  in  producing  inflation. 

1  Mathemftiically  th^  msy  be  regarded  m  negative  accumulation. 
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At  the  cessation  of  hostilities  Great  Britain  will  be  confronted 
with  a  stream  of  imports  far  exceeding  its  exports.  A  great  part 
of  these  imports  are  war  material  from  U.S.A.,  the  demand  for 
which  will  stop  with  the  peace,  but  the  tonnage  thus  released 
will  be  immediately  requisitioned  for  other  purposes— food,  other 
consumable  commodities,  raw  material,  and  industrial  capital 
generally.  It  will  obviously  be  impossible  for  Great  Britain  in 
the  earlier  days  of  demobilisation  to  give  an  equivalent 
for  them  in  exports,  services  (the  ocean  carrying  trade), 
or  gold.  It  is  cJmost  certain,  therefcnre,  that  she  will  con- 
tinue to  borrow  from  U.S.A.  This  borrowing  will,  in  all  proba- 
bility, be  both  through  public  and  private  channels,  and  will  have 
three  effects.  First,  it  will  equiUbrate  the  exchange  and  prevent 
the  drain  of  gold.  Secondly,  it  will  mitigate  the  inflation  which 
the  outburst  of  industrial  activity  in  Great  Britain  would  other- 
wise cause.  Thirdly,  it  will  pile  up  still  further  the  adverse  debt 
of  Great  Britain  and  make  exports  and  imports  more  difficult  to 
balance  later  on.  Meanwhile  the  effect  of  the  loans  made  to 
Allies  during  the  war  will  be  exactly  the  reverse.  It  is  incon- 
ceivable that  in  the  earlier  stages  of  demobilisation  full  interest 
in  the  shape  of  goods  or  services  will  be  paid  to  us  from  them, 
and  it  is  not  unlikely  we  shall  have  to  continue  to  lend  them 
*' money"  for  some  time.  This  will  be  a  further  drain  on  our 
resources  tor  the  time  beibg,  but,  assuming  the  debt  is  good,  will 
be  to  our  benefit  in  years  to  come. 

The  principal  financial  issue  which  will  confront  all  Grovem- 
ments  at  the  close  of  hostilities  will  be  that  of  the  paper  currency. 

Four  courses  are  theoretically  possible  :  (1)  to  retain  per- 
manently the  inconvertibiUty  of  paper ;  (2)  to  provide  a  basis  for 
the  paper  other  than  gold ;  (3)  to  restore  the  gold  basis  gradually ; 
(4)  to  restore  it  immediately. 

(1)  The  general  arguments  against  an  inconvertible  paper  cur- 
rency are  well  known.  It  destroys  confidence,  places  the  business 
world  at  the  caprice  of  any  Government  which  may  be  in  power, 
and  make^  any  personal  provision  for  the  future  insecure.  In  the 
particular  case  of  Great  Britain  it  would  deal  a  crushing  blow  at 
the  great  national  reputation  for  sound  finance  and  make  it  prac- 
tically certain  that  LonBon  would  not  become  again  the  financial 
centre  of  the  world. 

(2)  Whatever  merit  there  may  be  in  basing  the  currency  on 
a  wider  range  of  commodities  than  one  precious  metal  (and  of 
this  more  will  be  said  below),  it  must  be  evident  that  the  discus- 
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sion  of  any  such  course  has  not  proceeded  sufficiently  far  to-day 
to  make  either  probable  or  desirable  so  startling  an  innovation  in 
the  transition  period. 

(3)  and  (4).  There  is  little  doubt  that  it  will  be  decided  to 
revert  to  the  gold  standard  in  this  country,  and  the  only  question 
will  be  how  rapid  this  return  will  be.  The  sooner  It  is  effected  the 
sooner  will  financial  confidence  be  restored,  foreign  exchanges 
stabiUsed,  and  an  opening  provided  for  the  reinstatement  of 
London  in  its  position  of  financial  world  pre-eminence.^  But  the 
full  consequences  of  the  reversion  to  a  gold  basis  must  be  faced. 
It  will  mean,  of  course,  (a)  ceasing  to  issue  unlimited  Bradburys, 
(6)  genuine  convertibility,  and  (c)  the  free  export  of  gold.  But  it 
will  mean  also  that  the  relationship  of  the  nation  to  its  banks 
will  have  to  be  thought  out  afresh.  It  was  seen  in  1914  that 
the  pjrramid  of  credit  which  the  banks  had  buiR  up,  and  out  of 
which  they  had  made  their  profit,  was  unstable  in  the  hour  of 
crisis  unless  the  nation's  credit  underpinned  that  of  the  banks 
themselves.  Again,  during  the  war  inflation  has  brought  un- 
earned profits  to  the  banks.  Credit  is  a  valuable  asset.  If, 
therefore,  the  banks  are  to  remain  in  private  ownership  after  the 
war,  they  must  expect  to  have  to  pay  something  in  the  nature 
of  an  insurance  premium  to  the  nation  for  their  right  to  the  pro- 
tection of  the  national  credit  in  hours  of  emergency. 

The  return  of  Great  Britain  to  the  gold  standard  will  bring 
about,  for  her,  complete  deflation  relative  to  all  other  countries 
resting  on  a  gold  basis,  but  it  will  by  no  means  suffice  to  undo 
the  whole  inflation  brought  about  by  the  war,  or  secure  a  reversion 
to  the  general  level  of  pre-war  prices.  While  world  capital  and 
world  commodities  have  been  shrinking,  instruments  of  credit 
have  been  expanding,  so  that  even  when  resting  on  a  gold  basis 
the  money  measurement  of  wealth  will  be  different  from  before. 

Second  only  lo  the  problem  of  the  currency  will  be  the  problem 
of  the  war  debts.  One  scheme  of  dealing  with  these  on  world 
lines  has  already  been  discussed  and  dismissed.  Other  schemes 
for  dealing  with  them  on  national  lines  are  the  following : 
(1)  indemnification  by  Germany  ;  (2)  speculative  State  enterprise ; 
(3)  repudiation ;  (4)  capital  levy ;  (5)  annual  provision  of  interest 
and  sinking  fund. 

(1)  It  is  not  expected  that  Britain  will  claim  a  money  indem- 
nity from  Germany  for  herself.     If  she  were  to  do  so  it  could 

1  The  report  of  the  Committee  on  Currency  and  Foreign  Ezchanget,  istaed 
after  thi«  article  was  written,  supports  this  view,  and  says  that  it  was  the 
unanimous  opinion  of  the  Oimmittee  and  all  the  witnesses. 
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only  effectively  be  paid  by  imports  of  goods  from  Germany.  These 
would  probably  have  an  injurious  effect  on  British  industry  while 
they  lasted  and  would  leave  Germany  in  a  strong  industrial  posi- 
tion when  the  indemnity  was  finally  paid  off.  Such  an  indemnity, 
if  imposed,  would  tend  towards  deflation  and  lowered  prices  in 
this  country. 

(2)  Mr.  Wilson-Fox  and  others  urge  that  the  State  should 
engage  in  large  speculative  enterprises  in  British  dependencies 
and  elsewhere  at  the  close  of  the  war  for  the  purpose  of  meeting 
the  interest  on  the  debt.  Such  enterprises  would  involve  the 
flotation  of  great  State  loans  in  order  to  raise  the  necessary 
capital,  and  these  loans  would  be  the  cause  of  inflation.  Further, 
the  monopolistic  conditions  attached  to  the  scheme  would  tend  to 
raise  prices. 

(3)  It  is  unnecessary  to  discuss  the  effect  of  repudiation  on 
prices,  because  it  could  only  be  adopted  as  a  revolutionary  measure 
which  would  smash  up  the  whole  financial  system  as  it  exists 
to-day. 

(4)  The  war  debt  may  be  wiped  out  in  whole  or  in  part  by  a 
levy  on  capital,  which  would  be  paid,  not  in  money,  but  by  trans- 
ference of  the  title  deeds  of  wealth.  Such  a  levy  would  be  paid 
by  all  citizens  of  the  country  possessed  of  more  than  a  certain 
minimum,  and  would  be  graduated  according  to  the  amount  of 
their  estate.  If  this  project  be  carried  out,  what  effect  will  it  have 
on  inflation?  It  must  be  remembered  that  it  is  not  the  whole 
war  debt  which  has  caused  inflation  during  the  war,  but  that 
part  of  it  which  has  been  lent  to  the  State  not  out  of  direct 
abstinence  but  out  of  bank  credit.  In  the  same  way  the  levy  will 
cause  deflation  not  through  the  mere  extinction  of  debt  but 
through  the  extinction  of  that  part  of  it  which  is  being  used  for 
purposes  of  credit.  But  the  levy  will  have  a  further  effect  in 
lowering  prices  which  is  psychological  in  its  origin.  So  long  as  the 
war  debt  remains  floating  jointly  on  the  country  as  a  whole,  its 
citizens  will  reckon  their  private  wealth  as  it  stands  without  de- 
duction. When  by  the  operation  of  a  capital  levy  the  debt  has 
been  shared  out  between  them  severally  a  soberer  estimate  will 
be  formed  and  a  stricter  economy  more  in  accordance  with  the 
true  facts  will  be  practised.  In  this  way  a  reduction  of  consump- 
tion will  bring  about  a  fall  m  prices  a  part  of  which  will  be 
correctly  described  as  deflation. 

(5)  If  none  of  the  above  methods  be  adopted,  or  if  any  of  them 
be  adopted  but  a  portion  of  the  debt  be  still  left  in  existence,  there 
will  remain  the  normal  procedure  of  meeting  the  interest  year 
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by  year  and  proving  a  sinking  fund  out  of  current  taxaticm.  The 
only  part  of  this  which  will  affect  price  level  will  be  the  extinction 
of  internal  dQJ[>t  owing  to  the  operation  of  the  sinking  fund.  But 
as  this  is  not  likely  to  exceed  an  annual  1  per  cent,  its  effect  in 
the  first  few  years  of  peace  will  scarcely  be  noticeable. 

When  extraordinary  expenditure  and  extraordinary  receipts 
have  come  to  an  end,  when  labour  and  capital  have  been  demo- 
bilised out  of  the  munitions  works  and  out  of  the  army  and 
navy,  when  all  temporary  restrictions  have  been  removed,  when 
foreign  loans  arising  out  of  the  war,  both  in  and  out,  have  ceased 
to  be  created,  then  at  last  something  like  a  steady  equilibrium 
will  be  reached,  involving  the  balance  <^  exports  and  imports 
qualified  in  the  usual  way.  This  equilibrium  for  Great  Britain 
will  differ  in  important  particulars  from  the  equilibrium  bef(»*e 
the  war.  She  will  no  longer  be  a  credit(»r  of  the  United  States 
but  a  debtor  to  her.  She  will  no  longer  have  an  almost  exclusive 
share  in  the  carrying  trade  of  the  world,  but  will  have  to  recognise 
in  the  United  States  a  formidable  oompetit(»r.  As  a  set-off 
against  these  factors  the  loans  made  to  Italy  and  the  other  Allies 
and  Dominions  must  be  taken  into  account,  but  some  of  these 
countries  are  not  likely  to  be  able  to  pay  interest  on  their  indebted- 
ness for  many  years  to  come. 

In  reckoning  the  effect  of  this  new  position  on  the  external 
trade  of  Great  Britain  it  must  be  remembered  that  immediately 
before  the  war  she  was  advancing  capital  annually  to  colonies  and 
foreign  nations  to  the  extent  of  some  two  hundred  millions  ster- 
ling. As,  theref(»:e,  the  interest  on  her  lost  foreign  wealth  and 
any  loss  that  there  may  be  in  the  falling  off  of  her  carrying  trade, 
taken  together,  are  not  likely  to  amount  to  nearly  so  great  a  sum, 
she  will  still  be  able  with  the  same  exports  and  imports  as  before 
to  increase  her  f(»:eign  wealth,  but  at  a  slower  rate.  No  doubt 
she  will  endeavour  to  do  much  more  than  this  by  augmenting  her 
exports. 

As  to  the  internal  problem  of  the  magnitude  of  the  whole 
productive  output,  it  is  popularly  anticipated  that  owing  to  the 
lessons  learnt  during  the  war — standardisation,  the  removal  of 
harassing  labour  restrictions,  the  discovery  of  fresh  processes, 
the  introduction  of  women's  labour — an  inmiense  increase  in  out- 
put will  be  available,  causing  a  fall  in  prices.  Undoubtedly  all 
these  factors  will  have  an  important  bearing;  but  there  are 
some  to  be  set  on  the  other  side — the  loss  of  capital  during  the 
war,  the  loss  and  mutilation  ot  men  in  the  prime  of  life,  the 
demand  for  greater  leisure,  and,  unless  labour  be  granted  a  much 
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larger  share  in  the  distribution,  serious  conflicts  between  labour 
and  capital.  It  would  therefore  be  very  rash  to  prophesy  how  far 
the  popular  anticipation  is  likely  to  be  realised. 

Inflation  has  undoubtedly  brought  many  evila  in  its  train,  not 
the  least  of  which  has  been  the  uncertainty  of  prices  from  day  to 
day.  It  by  no  means  follows  that  deflation  will  be  a  pleasant 
process.  On  the  contrary,  it  will  introduce  a  fresh  uncertainty 
and  gravely  embarrass  the  entrepreneur.  His  bankers  will  make 
difficulties  about  accommodating  him  with  money.  He  will  start 
out  with  a  process  of  manufacture  to  find  at  the  end  that  the 
fall  in  prices  has  cancelled  his  anticipated  profit  and  substituted  a 
loss.  He  will  have  to  "write  down"  his  plant  and  stock  when 
he  makes  .up  his  annual  accounts.  He  will  endeavour  to  reduce 
wageg  and  will  have  in  consequence  conflicts  with  labour.  Defla- 
tion will  ruin  some  entrepreneurs,  will  throw  workpeople  out  of 
employment,  and  will  depress  trade  generally.  Nevertheless, 
these  ugly  consequences  will  have  to  be  faced,  for  a  world  of  per- 
manently inconvertible  paper  would  be  a  still  graver  menace  to 
industrial  stability. 

The  question  arises,  however,  whether  the  Government  should 
by  financial  means  aim  at  speedy  or  gradual  deflation.  It  has 
already  been  noticed  that  the  period  immediately  following  the 
war  will  naturally  be  a  period  ot  further  inflation,  and  it  is  highly 
desirable  that  the  Gk>vemment  should  take  this  opportunity  to 
introduce  deflating  action  which  will  cancel  the  increase  in  prices 
which  would  otherwise  take  effect.  Beyond  this  there  seems  to 
me  a  great  deal  to  be  said  for  getting  as  early  as  possible  to  a 
stable  condition  in  which  uncertainty  no  longer  prevails  and  there- 
fore for  hastening  deflation ;  but  this  will  tend  to  increase  the 
effective  weight  of  the  war  debt  if  it  has  not  been  expunged  by  a 
levy  on  capital. 

All  such  investigations  point  to  the  grave  evils  which  are 
brought  about  by  changes  in  general  price  level.  These  evils  are 
inherent  in  any  system  of  paper  currency  which  has  no  stable 
basis,  and  are  not  wholly  eradicated  when  the  currency  rests  on 
the  value  of  a  single  precious  metal.  Apart  from  the  financial 
devices  of  a  war  there  is  always  a  risk  that  the  discovery  of  a 
fresh  source  of  gold,  or  new  methods  of  production,  or  even 
widely  extended  forms  of  credit,  will  throw  the  whole  basis  of 
price  into  the  melting  pot.  Against  this  uncertainty  bimetallism 
affords  no  substantial  relief.  The  only  real  safeguard  is  to  base  the 
currency  not  upon  one  or  two  commodities  but  upon  all.  This 
prc^sal  sounds  at  first  utterly  impracticable,  but  in  reality  it  is 
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quite  feasible,  as  those  who  have  studied  Professor  Irving  Fisher* s 
memoranda  upon  a  compensated  dollar  will  be  constrained  to 
admit.  It  may  be  a  long  time  before  such  a  proposal  becomes 
practical  pohtics,  but  the  terrible  financial  difficulties  which  will 
follow  the  war  cannot  fail  to  start  a  train  of  discussion  in  which 
this  project  will  be  brought  for  the  first  time  to  the  attention  of 
the  general  public. 

Summary  of  Main  Conclusions. 

The  natural  tendency  of  post-war  events  will  be  such  as  to 
cause  in  the  transition  period  a  further  inflation  and  rise  of  prices. 
If  this  result  is  to  be  prevented,  still  more,  if  a  fall  in  prices  is 
to  be  brought  about,  Governments  will  have  to  take  certain  finan- 
cial actions,  foremost  among  which  is  the  return  to  the  gold 
standard.  In  this  country  in  particular  it  is  most  urgent  that 
this  step  should  be  taken  with  the  least  possible  delay.  Prices  will 
also  be  affected  by  the  method  adopted  of  handling  the  war  debts. 
Most  of  the  schemes  propounded  would  result  in  increased  in- 
flation, but  a  levy  on  capital  would  undoubtedly  operate  in  the 
direction  of  deflation. 

Several  years  will  probably  elapse  before  foreign  trade  reaches 
equilibrium,  and  in  the  beginning  of  this  period  for  many  months 
at  least  this  country  is  likely  to  continue  to  borrow  from  America, 
and  other  countries  will  continue  to  borrow  from  us ;  these  borrow- 
ings will  increase  the  difficulties  of  the  future  and  should  be  ter- 
minated as  soon  as  possible. 

Deflation  will  be  a  disagreeable  process  bringing  in  its  train 
failure  and  unemployment ;  but  it  is  a  less  evil  than  the  con- 
tinuance of  an  inconvertible  paper  currency.  All  fluctuations  in 
general  price  level  are  injurious  to  business  and  they  will  never 
be  completely  eliminated  until  the  currency  is  based  on  all  com- 
modities. This,  though  at  present  outside  practical  politics,  is 
quite  feasible,  and  is  ultimately  the  only  satisfactory  solution. 

F.  W.  Pethick  Lawrence 
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GOLD  AFTER  THE  WAR  IN  RELATION  TO  INFLATION 
AND  THE  FOREIGN  EXCHANGES. 

In  an  article  on  "Currency  and  Gold  now  and  After  the  War," 
in  the  March  number  of  the  Economic  Joubnal  (1918),  Mr.  0.  T. 
Falk  remarks  that  "Dr.  Cassers  theory  that  the  movements  of  the 
exchanges  are  simply  determined  in  the  main  by  the  quotient 
between  the  inflation  of  the  different  countries'*  appears  to  be 
quite  untenable  under  recent  war  conditions. 

If  by  inflation  nothing  else  is  meant  than  the  rise  in  general 
prices  compared  with  their  level  before  the  war,  this  proposition 
is  no  doubt  untenable,  and  this  has  in  fact  been  recognised  in 
later  articles  by  Professor  Cassel  himself.^  Supposing,  for  in- 
stance, that  a  country  were  to  place  prohibitive  duties  on  all 
imported  goods,  whereas  some  of  its  exported  commodities  could 
not  be  dispensed  with  in  other  countries,  there  is  apparently  no 
limit  to  the  rise  in  prices  of  that  country,  although  the  rate  of  its 
exchanges  with  other  countries  might  have  remained  at  par  during 
the  whole  time.  While  this  could,  perhaps,  not  be  called  infla- 
tion, properly  speaking,  at  any  rate  the  above  result  would  be 
inevitable  in  such  circumstances.  Gold  would  merely  pour  in, 
and  this  influx  could  only  be  checked  by  an  extension  of  the  note 
issue  within  the  country.  The  same  result  would  follow  if  its 
import  of  goods  were  prohibited  by  measures  taken  on  the  part 
of  other  countries.  This  at  present  is  precisely  the  case  with 
Sweden.  Our  exports  have  been  free,  or  nearly  so ;  our  imports, 
on  the  other  hand,  extremely  reduced,  and  in  many  cases  quite 
annihilated,  as  a  result  of  the  well-known  political  difficulties  which 
happily  are  now  coming  to  an  end.  The  result,  even 
supposing  that  the  gold  standard  had  been  maintained  by  all 
countries,  Sweden  included,  would  have  been  a  rise  of  prices  in 
Sweden  far  above  the  level  of  prices  in  all  other  countries ;  as  a 
matter  of  fact,  Swedish  prices  have  risen  during  the  last  year 
and  a  half  much  more  than  English  prices,  and  they  cer- 
tainly would  stand  still  higher  had  not  the  value  of  the  Swedish 
krona  been  raised  by  the  restrictive  credit  policy  of  our  central 

1  See  ProfeMor  Caasers  article  below,  p.  413. 
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bank  and  its  refusal  to  accept  gold  in  unlimited  quantities,  some- 
what over  that  of  the  monetary  units  of  most  other  countries. 

This  is  the  real  meaning  of  the  Swedish  barring  of  gold,  the 
only  fault  of  which  in  my  view  is  that  it  has  not  been  carried 
through  with  the  necessary  strength  and  consistency.  The  present 
state  of  our  price  level  may  be  regarded  as  the  combined  effect 
of  three  forces,  of  which  two  are  working  strongly  in  the  direction 
of  raising,  and  the  thkd  very  slightly  in  that  of  depressing,  prices. 

(1)  The  general  inflation  of  world  prices ; 

(2)  The  cutting  off  of  our  imports  during  the  latter  part  of 
the  war,  while  our  chief  export  articles  have  had  a  free  sale ; 

(3)  As  the  only  counterpoise  against  those  mighty  influences, 
the  gold  and  credit  policy  of  the  Bank  of  Sweden  referred  to 
above. 

Mr.  Falk  believes  that  it  would  be  an  easy  thing  for  England 
to  bring  back  the  exchanges  to  parity  with  neutral  countries,  and 
I  suppose  he  does  not  except  our  country.  Perhaps  he  is  right 
in  that,  for  the  present.  But  if  the  gold  policy  of  Sweden  were 
carried  to  its  last  consequences,  aa  in  my  opinion  it  ought  to  be, 
so  that  our  central  bank  were  to  buy  and  sell  gold  at  a  price  in 
notes  decidedly  lower  than  the  legal  mint  price,  I  cannot  see  how 
it  would  be  possible  for  any  country  to  keep  its  exchanges  at  par 
with  ours — except  only  by  using  precisely  the  same  policy. 

And  here  I  come  to  Mr.  Falk's  remarks  on  the  rdle  of  gold 
after  the  war,  partly  in  controversy  with  an  article  of  mine  in 
this  JouBNAL.  "Is  it  not  in  the  power  of  the  Allies,"  he  asks, 
'*to  maintain  the  rise  of  gold  by  a  convention,  if  they  wish  to  do 
so,  and  by  maintaining  the  use  of  it  to  secure  a  powerful  protec- 
tion against  its  further  depreciation?"  If  by  the  word  "use" 
he  means  a  proper  or  adequate  use,  I  fully  agree.  If  the  Allied 
Powers  were  to  co-operate  for  that  purpose  they  might  easily 
bring  up  the  value  of  gold  to  any  height.  The  simplest  and,  from 
a^ broader  point  of  view,  by  far  the  cheapest  way,  would  Be  to 
buy  up  all  or  most  of  the  gold  mines  and  stop  their  prodiAction ; 
then  gold  would  be  sure  to  rise  by  and  by.  Or,  they  might  by 
other  contrivances,  equally  sure  but  not  so  cheap,  increase  the 
demand  for  gold  among  themselves  so  as  fully  or  more  than  fully 
to  keep  pace  with  the  supply.  But  if  by  artificial  means  you 
steady  the  value  of  gold  in  order  to  regulate  your  own  currency  in 
correspondence  with  it,  you  might  as  well  regulate  the  value  of 
your  currency  directly  and  not  by  the  roundabout  way  of  gold. 

The  principle,  however — or,  rather,  the  fiction — which  lies  at 
the   base   of   the   metallic   theory   is    that   gold  will    maintain 
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its  value  by  itself,  if  only  it  is  in  general  use  as  a  standard  of 
value.  And  this  proposition  I  deny.  That  it  is  a  pure  fiction  is 
shown  to  superfluity  by  the  monetary  history  of  the  last  forty- 
five  years :  the  increase  in  the  value  of  gold  during  the  period 
1873-96,  its  progressive  fall  in  value  during  the  next  eighteen 
years,  and  its  unparalleled  collapse  during  the  war. 

Of  course,  it  may  recover  once  more,  but  that  is  not  the  point : 
falling  prices  are  just  as  bad  as  rising  prices ;  it  is  steadiness  of 
prices  and  consequently  of  the  standard  of  value  that  we  want ; 
a  standard  which  is  apt  to  vary  in  a  short  time  by  some  100  per 
cent,  is  worse  than  no  standard  at  all ;  we  could  as  well  get  on 
with  a  foot-rule  ot  india-rubber.  At  any  rate,  the  belief 
in  the  naturcU  or  intrinsic  steadiness  of  the  value  of  gold  should 
by  this  time  have  disappeared  for  ever.  The  more  so,  if  Mr. 
Falk  is  right,  as  I  think  he  is,  in  his  prophecy  that  the  countries 
which  before  the  war  had  a  circulation  of  gold  coins  among  the 
public  will  content  themselves  after  the  war  with  maintaining  a 
paper  currency,  leaving  their  stocks  of  gold  with  the  banks.  If 
so,  there  is  hardly  any  real  factor  left  for  determining  the  value 
of  gold.  Dr.  Karl  Helfferich  (the  present  politician),  no  doubt 
one  of  the  ablest  German  writers  on  questions  of  money,  made 
some  years  ago  (long  before  the  war)  the  remark  that  the  diffi- 
culties sometimes  felt  by  the  central  banks  in  keeping  a  proper 
amount  of  gold  were  caused  almost  entirely  by  the  irdemal 
market  and  the  fluctuations  of  its  cravings  for  gold  in  the  circula- 
tion, and  far  less  by  the  need  of  international  gold  payments.  In- 
deed, those  payments  are  every  day,  at  any  rate  in  peace  time, 
getting  less  important,  and  the  actual  movement  of  gold  from 
country  to  country  is  in  the  main  reduced  to  the  necessary  dis- 
tribution of  the  metal  from  the  gold-producing  countries  over  the 
world.  If,  then,  the  possibility  of  the  internal  drain,  for  which 
the  banks  hitherto  had  always  to  be  prepared,  is  to  cease  alto- 
gether, the  size  of  the  gold  stocks  kept  by  the  different  banks 
relatively  to  the  volume  of  trade  and  payments  might  fall  to 
almost  any  extent  without  causing  any  real  difficulty  to  the  banks. 
Only  when,  in  consequence  of  the  rising  prices  of  commodities, 
the  diminished  production  of  gold  had  become  insufficient  to 
answer  even  the  industrial  demand  for  gold,  and  the  stores  of 
the  banks  therefore  became  constantly  diminishing,  a  reaction 
against  the  too  hberal  credit  policy  of  the  banks  would  perhaps 
set  in,  but  this  would  be  a  very  long  vista  indeed. 

"International  trade  without  a  material  standard  of  value  is 
surely  an  impossibility,"  says  Mr.  Falk  at  a  time  when  for  about 
No.  112.— VOL.  xxvni.  ^  F 
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four  years  almost  the  whole  world  has  been  living — and  before 
that  date  about  half  the  world  was  living — without  any  material 
standard  of  value  at  all.  "We  know,"  he  goes  on,  "what  chaos 
results  even  within  a  single  State  under  a  rigime  of  inconvertible 
paper,  and  the  world  is  not  yet  a  single  State  with  one  supreme 
authority  in  currency  matters."  Can,  then,  the  monetary  system 
of  Austria  before  the  war,  or  that  of  India,  be  properly  described 
as  a  chaos?  But  neither  the  former,  nor,  for  several  years,  the 
latter  of  these  countries  had  a  material  standard  of  value.  More- 
over, there  is  no  need  for  a  "supreme  authority  in  currency 
matters,"  or  for  a  central  bank  of  the  world,  or  anything  like  it. 
Each  country  might  keep  its  own  money  just  as  now,  regulating 
it  in  the  usual  way  so  as  to  keep  its  rates  of  exchanges  at  par 
with  the  leading  commercial  countries  of  the  world.  But  as  a 
change  in  a  certain  direction  in  the  rate  of  exchange  between 
countries  A  and  B  can  be  effected  as  well  by  A's  raising  it^  rate 
of  discount  as  by  B's  lowering  its  rate,  there  exists  obviously,  as 
it  were,  a  second  degree  of  freedom :  over  and  above  the  inter- 
national regulating  of  the  exchanges  by  discount  rates  moving  in 
opposite  directions  there  might  come  about  by  common  agreement 
a  general  rise  or  lowering  of  rates  in  the  same  direction  when 
needed  in  order  to  lower  or  raise  the  world's  general  level  of 
prices,  properly  measured  by  some  improved  index  method. 

I  hope  for  a  monetary  congress,  which  will  be  able  to  solve 
this  question,  which  from  a  theoretical  point  of  view  meets  with  no 
difficulty  whatever.  If  not,  then  every  land  had  better  regulate 
its  own  level  of  prices,  even  though  it  thereby  sacrifices  the  parity 
of  its  exchanges  with  the  rest  of  the  world,  which,  commodious 
and  desirable  as  it  no  doubt  is,  after  all  must  be  regarded  as  a 
matter  of  only  secondary  interest  compared  with  the  former. 

Knut  Wicksell 
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ABNORMAL    DEVIATIONS    IN    INTERNATIONAL 
EXCHANGES. 

AccoRDiNo  to  the  theory  of  international  exchanges  which  I 
have  tried  to  develop  during  the  course  of  the  war,  the  rate  of 
exchange  between  two  countries  is  primarily  determined  by  the 
quotient  between  the  internal  purchasing  power  against  goods  of 
the  money  of  each  country,  ^he  general  inflation  which  has  taken 
place  during  the  war  has  lowered  this  purchasing  power  in  all 
countries,  though  in  a  very  different  degree,  and  the  rates  of 
exchanges  should  accordingly  be  expected  to  deviate  from  their 
old  parity  in  proportion  to  the  inflation  of  each  country. 

At  every  moment  the  real  parity  between  two  countries  is 
represented  by  this  quotient  between  the  purchasing  power  of  the 
money  in  the  one  country  and  the  other.  I  propose  to  call  this 
parity  **the  purchasing  power  parity.**  As  long  as  anything  like 
free  movement  of  merchandise  and  a  somewhat  comprehensive 
trade  between  the  two  countries  takes  place,  the  actual  rate  of 
exchange  cannot  deviate  very  much  from  this  purchasing  power 
parity.  Even  restrictions  of  trade  will  not  cause  the  rate  of 
exchange  to  move  from  this  purchasing  power  parity  as  long  as 
they  strike  the  trade  in  both  directions  equally.  However,  as  I 
have  tried  to  show  in  my  book,  "Dyrtid  och  sedeloverflod '* 
(Stockholm,  1917),  if  the  trade  between  the  two  countries  is  ham- 
l^red  more  severely  in  one  direction  than  in  the  other  the  rate  of 
exchange  will  deviate  from  its  purchasing  power  parity.  If  the 
imports  of  a  country  are  more  severely  restricted  than  its  exports 
the  consequence  will  be  that  foreign  money  will  sink  in  value,  as 
claims  on  such  money  will  be  comparatively  easy  to  procure,  but 
difficult  to  make  use  of.  A  country  whose  imports  are  impeded 
from  all  sides,  but  whose  exports  are  relatively  free  might  in  this 
way  see  its  money  go  up  in  value  in  foreign  places  considerably 
above  the  rates  which  would  correspond  to  the  internal  value  of 
this  money  as  it  is  expressed  by  its  purchasing  power  within  the 
country. 

This  I  think  is,  under  the  present  circumstances,  the  case  with 
respect  to  several  neutral  countries,  and  especially  with  Sweden. 
In  February,  1916,  the  Swedish  Mint  was  closed  to  the  minting 
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of  gold  and  at  the  same  time  the  Biksbank  was  released  from  its 
duty  to  buy  gold  at  the  mint  par.^  From  that  time  the  Swedish 
currency  was  freed  fr<HU  its  connection  with  the  metal  gold,  and  its 
value  in  comparison  with  foreign  money  could  be  expects  to  be 
governed  only  by  its  relative  purchasing  power. 

This  seems  indeed  to  have  been  the  case  during  the  first  year 
subsequent  to  the  above  date.  But  during  the  course  of  1917  it 
became  clear  that  the  internal  value  of  Swedish  currency  no  longer 
corresponded  to  the  high  value  of  the  Swedish  exchange  in  foreign 
countries.  And  in  1918  the  deterioration  of  Swedish  money  has 
advanced  so  far  that  its  purchasing  power  is  now,  probably,  even 
more  reduced  than  that  of  sterling.  Nevertheless  the  sterling  rate 
of  exchange  was  lately  quoted  at  about  14  crowns  as  against  18.16 
as  the  old  mint  parity.  So  far  as  can  be  judged  the  purchasing 
power  parity  must  at  present  lie  considerably  above  even  this  old 
mint  parity.  At  the  same  time  the  general  level  of  prices  in  Eng- 
land stands,  according  to  the  EconomisVa  index,  at  about  250  in 
comparison  with  100  before  the  war.  And  even  if  this  index 
does  not,  for  reasons  which  are  well  known,  represent  the  full 
real  rise  of  prices,  the  error  is  hardly  so  great  that  the  English 
inflation  could  be  estimated  at  anything  like  as  much  as  330,  which 
is  the  approximate  figure  for  the  Swedish  inflation  in  the  autumn 
of  1918. 

That  in  spite  of  this  Swedish  currency  is  valued  in  England 
very  much  above  its  old  mint  parity  is,  from  a  scientific  point  of 
view,  a  very  interesting  fact,  the  true  interpretation  of  which  is 
also,  under  the  present  circumstances,  of  the  highest  practical 
importance.  The  explanation  must,  according  to  what  has  been 
said  above,  be  the  exceedingly  severe  hindrances  which  are  put 
in  the  way  of  Sweden's  impoiis  and  which  surpass,  considerably, 
those  in  the  way  of  her  exports.  The  result  of  these  artificial 
conditions  of  Sweden's  international  trade  has  been  an  unprece- 
dented accumulation  of  assets  in  foreign  countries  together  with 
a  great  import  of  Swedish  securities  from  abroad.  This  involves 
an  export  of  capital  on  a  scale  which,  indeed,  far  surpasses  the 
economic  power  of  Sweden.  The  foreign  and  internal  claims  on 
the  capital  of  the  country  have  together  exceeded  her  accumulat- 
ing capacity,  with  the  consequence  that  fresh  credits  in  Swedish 
crowns  could  only  be  obtained  by  measures  involving  creation  of 
new  money  and  further  inflation  of  the  monetary  standard  ot  the 
country. 

1  Cf.     my    article,     **The    Depreciation     of    Gold  '*    [Economjc    Journal, 
September,   1917]. 
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When  foreign  countries  complain  of  the  high  price  which  they 
must  pay  for  the  Swedish  crown  they  in  reality  complain  over  a 
state  of  things  which  is  not  Sweden's  fault  but  is  the  inevitable 
result  of  the  hindrances  which  these  countries  themselves  lay  on 
imports  to  Sweden.  If  the  same  foreign  countries  would  only 
send  Sweden  more  goods  they  would  have  it  in  their  power  to 
bring  down  the  international  value  of  the  Swedish  crown  as  much 
as  they  liked,  right  down  to  its  purchasing  power  parity,  which 
would  mean  a  sterling  exchange  of  at  least  18.16  crowns  to  the 
pound,  perhaps  even  more.  And  when  they,  in  order  to  escape 
from  the  present  high  costs  of  procuring  means  of  payment  on 
Sweden,  claim  fresh  credits  in  Swedish  money,  they  choose  a 
way  which  is  more  injurious  for  the  Swedish  monetary  standard 
and  therefore  for  the  whole  economic  life  of  the  country,  and 
which,  moreover,  is  not  at  all  so  advantageous  to  the  interests  of 
the  credit-claimers  as  it  seems  to  be.  Furthermore,  the  policy 
of  this  excessive  credit-claiming  must  clearly  prove  a  failure  in 
so  far  as  the  object  is  to  improve  the  rate  of  exchange  and 
thereby  to  get  Swedish  goods  at  a  lower  price.  The  rate  can  no 
doubt  be  improved  in  this  way,  but  only  at  the  cost  of  a  further 
inflation  of  Swedish  money  and,  consequently,  of  a  corresponding 
rise  of  the  general  level  of  prices  of  Swedish  goods. 

If  the  goods  which  are  demanded  from  Sweden  were  paid  in 

the  normal  way  by  goods,  there  would  be  no  need  of  Swedish 

credits.    It  is  an  economic  paradox  that  the  whole  world  should 

ask  credits  from  a  country  which,  owing  to  her  being  cut  oft 

from  imports  in  payment  for  her  exports,  stands  in  reality  at  the 

margin  of  starvation. 

G.  Cassbl 
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The  State  and  Industry  During  the  War  and  After,  Papers  by 
H.  Sanderson  Furniss,  John  Hilton,  and  J.  J.  Mallon. 
(Ruskin  College,  Oxford  :  Reorganisation  of  Industry  Series  : 
IV.    1918.    Pp.  84.    Price  1*.  post  free.) 

This  report  of  a  Ruskin  College  conference  of  working-class 
associations,  held  at  Manchester  on  May  10th  and  11th,  like  its 
predecessors,  will  give  the  future  historian  some  little  help  towards 
discovering  what  the  more  thoughtful  members  of  the  working 
class  were  thinking  in  1918,  though  the  discussions  on  the  papers 
seem  to  have  been  scarcely  so  vigorous  as  at  some  of  the  earlier 
conferences. 

We  may  note  the  strange  persistence  of  the  idea  that  private 
enterprise  is  to  be  blamed  for  being  discovered  unequal  to  the 
task  of  carrying  on  the  war.  Before  the  war  did  anyone  ever 
suppose  that  it  was  the  business  of  private  enterprise  to  carry 
on  war?  The  business  of  private  enterprise  was  to  provide 
people  with  the  things  they  were  prepared  to  pay  for  under  a* 
rigime  of  peace  and  order  maintained  by  the  various  civilised 
States.  Suddenly,  in  August,  1914,  several  of  these  States  de- 
serted their  r6le  of  preserving  peace  and  order  and  began  instead 
to  kill  each  other's  subjects,  to  steal  each  other's  subjects'  property 
so  far  as  they  could,  and  to  dectroy  what  they  could  not  carry 
away.  And  then,  when  private  enterprise  found  itself  somewhat 
incommoded  by  these  proceedings,  it  is  said  to  have  **  broken 
down'*  and  the  various  States  are  said  to  have  "come  to  the 
rescue"  with  their  moratoriums  and  their  floods  of  paper  money 
with  which  they  doubled  prices  while  pretending  to  protect  their 
subjects  from  the  greedy  profiteer.  Verily,  a  precious  kind  of 
rescue ! 

Mr.  Furniss  on  **  The  State  and  the  Citizen  "  is  not  impec- 
cable on  this  matter,  but  Mr.  J.  J.  Mallon  on  "  The  State  and 
the  Consumer"  is  a  much  more  determined  advocate  of  the  theory 
that  the  State  has  shown  great  industrial  capacity.  To  illustrate 
••  the  creative  work  "  of  the  Ministry  of  Food  he  says  : — 

''  In  1913  the  consumption  of  butter  in  the  United  Kingdom 
was  16^  lb.  per  head  per  annum,  and  of  margarine  4^  lb.  per 
head ;  that  is,  the  consumption  of  butter  was  nearly  four  times 
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that  of  margarine.  To^ay  the  weekly  output  of  home-produced 
margarine  is  three  times  what  it  was  in  1913,  while  imported 
margarine  in  January  stood  nearly  at  the  1913  level.  The  import 
vital  a  few  months  ago  is  no  longer  essential.  In  a  few  weeks  the 
United  Kingdom  will  have  become  self-supporting  in  margarine 
production." 

Mr.  Mallon  may  live  to  contribute  to  the  epitaph  of  the  semi- 
feudal  State  which  tried  to  become  industrial  in  its  old  age,  and 
his  contribution  will  be  :  "  Its  subjects  had  butter,  and  it  gave 
them  margarine  instead."  Mt.  John  Hilton  on  "The  State 
and  the  Producer "  is  a  good  corrective  to  Mr.  Mallon.  In  its 
control  of  shipping,  he  remarks  with  pungent  humour  (p.  66), 
"  the  Government  appeased  the  very  natural  indignation  of  the 
public  at  the  expense  of  the  public's  stomach."  He  reminds  his 
hearers  that  while  the  hurry  of  the  period  has  certainly  been 
inimical  to  success,  the  State  has  been  enormously  assisted  by  the 
patriotic  fervour  engendered  by  the  war,  and  by  the  fact  that  it 
took  over  going  concerns — "  there  is  a  momentum  about  a  going 
concern  which  will  carry  it  a  long  way,  even  though  the  initial 
energy  be  cut  off,  as  has  often  been  seen  when  the  able  founder 
of  a  business  has  died  and  left  his  fool  son  to  carry  on."  He 
might  have  added  that  the  reckless  borrowing  and  emission  of 
paper  money  carried  out  by  all  the  belligerents  gives  both  the 
lenders  of  the  money  and  the  receivers  of  the  bonuses  and  subsidies 
paid  out  of  it  a  delusive  feeling  of  prosperity,  but  cannot  continue 
indefinitely.  The  State  has  certainly  done  greater  things  than 
anyone  expected  :  no  one  before  the  war  ever  thought  the  British 
Government  would  borrow  annually  a  sum  equal  to  the  whole 
pre-war  yield  of  the  income-tax  in  order  to  pay  a  part  of  the  cost 
of  the  people's  bread.  Glorious  achievement !  "  Men,"  says  Mr. 
Mallon,  "  no  longer  gamble  or  speculate  in  wheat,  or,  in  the  old 
sense,  no  longer  make  profit  out  of  it."  How  to  reconcile  his 
belief  in  the  Government's  success  in  buying  and  in  preventing 
inordinate  profits  everywhere  with  the  fact  that  about  two  thou- 
sand millions  can  be  subscribed  to  war  loans  in  a  year,  he  does 
not  explain.  The  only  tolerably  acceptable  explanation  yet  sug- 
gested is  that  the  Government  departments  shovel  out  money  so 
liberally  that  some  people  are  receiving  amounts  enormously 
greater  than  they  received  befoie  the  war.  Mr.  Mallon's  economi- 
cal State  pays  them  too  much,  borrows  back  much  of  what  it  has 
paid  them,  .  .  .  and  each  year  saddles  the  taxpayers  with  another 
hundred  millions  a  year  of  interest  in  perpetuity. 

Edwin  Cannan 
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The  Human  Needs  of  Labour,     By  B.   Seebohm  Kowntree. 
(London  :  Nelson  and  Sons.    Pp.  168.) 

Mr.  Eowntree  has  in  this  book  estimated  the  lowest  weekly 
wage  on  which  a  man  can  adequately  provide  for  himself  and  his 
wife  and  his  children  (up  to  the  age  of  fourteen)  under  modem 
urban  conditions.  The  weekly  budget  for  a  family  is  considerably 
more  liberal  than  that  used  in  the  author's  former  work  Poverty 
in  regard  to  clothing  and  personal  expenses,  and  slightly  more 
liberal  in  food.  The  question  considered  is,  in  fact,  not  what  is 
the  least  sum  on  which  life  can  be  supported  without  impairing 
efficiency  when  all  possible  economies  are  practised,  but  rather 
what  is  the  sum  on  which  the  conventional  standard  of  the  un- 
skilled workman  can  be  reached  when  there  is  no  careless  waste 
and  no  extravagant  expenditure.  The  calculation  does  not  there- 
fore rest  on  a  purely  scientific  basis,  and  is  consequently  not  open 
to  critical  abstract  analysis ;  we  have  rather  to  consider  whether 
the  standard  adopted  is  reasonable  in  relation  to  the  needs  of 
the  workman,  having  regard  to  his  habits  and  environment. 

From  this  point  of  view  little  exception  can  be  taken  to  the 
calculation.  The  estimate  for  food  is  almost  exactly  the  same  as 
the  amount  actually  expended  by  the  average  unskilled  work- 
man's family  in  the  Board  of  Trade's  1904  budgets  (allowance 
being  made  for  price  changes  to  1914) ;  the  sum  as  expended 
yielded  definitely  fewer  "calories"  than  the  physiologists,  whom 
the  author  follows,  consider  necessary  for  efficiency,  though  food 
experts  could  make  it  yield  (on  paper)  considerably  more.  Fuel 
is  taken  nearly  at  the  quantity  allowed  this  winter  by  the  Coal 
Controller.  Bent  is  to  be  taken  as  that  actually  prevalent  lor  a 
house  with  four  rooms  and  a  scullery  in  the  workman *s  district. 
Household  sundries,  which  must  include  repairs  and  renewals, 
are  reckoned  moderately.  The  only  sums  open  to  criticism  are 
the  5*.  w^kly  allowed  for  insurance,  trade  union,  and  other 
subscriptions,  tram  fares,  and  pocket-money,  and  5s. 
weekly  for  clothing,  in  each  case  for  the  family  of  five  persons ; 
for  much  smaller  sums  have  hitherto  been  made  to  suffice  by 
families  whose  means  are  very  narrow.  Though  there  is  no 
doubt  that  this  10*.  weekly  could  be  usefully  spent,  it  is  doubtful 
how  far  conventional  standards  of  clothing  and  pocket-money 
should  be  taken  into  account  in  fixing  a  legal  minimum. 

The  estimate  on  this  basis  for  a  family  consisting  of  a  man, 
wife,  and  three  children  under  14  years  is  35*.  Sd.  (including  6*. 
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for  rent)  at  the  prices  of  1914,  which  is  some  10^.  higher  than 
the  pre-war  rates  for  unskilled  labour  and  equal  to  the  wage  of 
the  lower  ranks  of  skilled  labour  at  that  date.  The  question  at 
once  arises  as  to  how  a  man  with  25*.  paid  his  way,  and  the 
answers  are  as  follows.  First,  personal  expenses  were  much 
lower  than  5s. ;  where  there  are  three  children  and  no  additional 
source  of  income,  3».  or  more  must  be  taken  off  this  sum. 
Secondly,  clothing  was  obtained,  partly  second-hand  at  extra- 
ordinarily cheap  rates,  partly  from  gifts  of  relatives  and  others, 
partly  from  extoa  earnings,  partly  at  the  expense  of  food,  and  the 
standard  was  lower  than  that  represented  by  5s.  weekly.  Thirdly, 
less  than  6s.  was  paid  for  rent,  and  the  houses  were  crowded 
and  unsatisfactory.  Fourthly,  the  children's  and  probably  the 
wife's  food  cost  a  smaller  proportion  of  the  man's  than  is  here 
reckoned ;  there  is  a  possible  flaw  in  the  usual  calculation  by 
which  it  is  reckoned  that  the  cost  of  feeding  a  child  eight  years 
old  is  one-half  that  of  feeding  a  man  because  he  needs  half  the 
nourishment,  for  the  child's  nourishment  is  obtained  from  bread 
and  margarine,  which  are  much  cheaper  forms  of  food  than  meat 
and  bacon ;  also  children  can  obtain  free  meals  at  school.  But 
when  all  allowance  is  made,  the  explanation  is  in  effect  the 
simpler  one  that  large  numbers  of  the  children  were  underfed. 
Fifthly,  in  Mr.  Bowntree's  calculation  the  costs  of  satisfying  the 
needs  of  the  different  members  of  the  family  are  simply  added  to 
get  the  total,  whereas  in  a  family  group  there  is  elasticity  and 
give-and-take,  resulting  in  a  certain  saving.  Though  the  stan- 
dard reached  by  the  unskilled  working  class  was  unsatisfactory 
from  every  point  of  view,  and  there  would  be  every  reason  for 
welcoming  an  improvement,  it  must  be  remembered  that  the 
standard  in  England  immediately  before  the  war  was  considerably 
higher  than  in  the  generations  preceding  that  time,  and  higher 
than  that  generally  reached  in  the  towns  of  Europe. 

The  questions,  whether  the  establishment  oi  a  legal  minimum 
wage  is  possible  or  desirable  or  would  be  effective,  are  only  very 
lightly  discussed  in  the  bode,  but  the  whole  analysis  is  directed 
to  ascertain  the  level  at  which  it  should  be  fixed,  assuming  the 
principle  to  be  granted.  From  a  very  interesting  and  successful 
statistical  examination  of  the  numbers  of  children  of  different 
ages  in  the  families  of  York,  the  author  reaches  the  conclusion 
that  in  33  per  cent,  of  the  families  ^  there  are  more  than  three 
children  to  be  provided  for  at  one  stage  of  the  family  history, 

^  Tbate  beiiig  the  more  prolific  fAinilMs,  the  relative  number  of  childrmi  are 
much  greatar,  vis.,  62  per  cent,  and  SO  per  ceni. 
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and  in  nearly  50  per  cent,  more  than  two  children ;  and  he  argues 
that  a  wage  will  leave  a  very  great  number  of  children  unprovided 
for  unless  it  is  based  on  the  requirements  of  three  children,  as 
in  the  estimates  described  above.  Ofcher  investigations  have  also 
shown  that  a  very  large  proportion  of  children  belong  to  families 
which  for  a  shorter  or  longer  period  have  been  below  the  stan- 
dards adopted  as  the  poverty  line. 

The  author  does  not  discuss  at  what  age  the  minimum  wage 
should  become  cOnipuIsory,  but  it  is  evident  that  the  idea  is  that 
it  should  commence  at  about  the  age  at  which  a  man  usually 
obtain^  a  full  standard  wage.  The  fixing  of  a  higher  age  would 
lead  to  some  discrimination  of  employment  in  favour  of  the 
younger.  The  minimum  would,  of  course,  continue  throughout 
working  life.  Thus  to  meet  the  five  years  or  so  of  stress  that 
comes  to  men  who  have  three  children,  it  is  argued  that  a  wage 
should  be  fixed  that  on  the  standard  adopted  would  leave  a  margin 
over  "human  needs"  for  all  men  before  marriage,  for  all  in  the 
first  few  years  of  marriage,  for  all  who  bring  up  less  than  three 
children,  and  for  nearly  all  men  over  about  40  years,  by  which 
age  (ihere  are  seldom  three  children  still  at  school ;  while  in  the 
end  the  wage  would  leave  unprovided  for  a  very  considerable  pro- 
portion of  the  children  in  larger  families.  It  is,  of  course,  realised 
that  there  would  be  an  excess  for  the  young  and  tlie  elderly  mar- 
ried couples,  and  it  is  argued  that  in  the  earlier  period  the  money 
would  be  useful  for  establishing  the  home,  and  in  the  later  for 
providing  for  old  age;  this  may  readily  be  granted,  but  it  would 
apply  equiilly  if  the  wage  were  fixed  at  double  the  amount.  It 
may  be  added,  however,  that  the  surplus  can  be  (and  no  doubt 
is,  to  some  extent)  applied  to  help  relatives  who  are  passing 
through  years  of  stress. 

The  fact  that  really  comes  out  of  the  analysis  is  that  a  mar- 
ried man  with  children  needs  35«.  (at  pre-war  prices)  to  be  fairly 
comfortably  off  between  the  ages  of  30  and  40.  This  is  the  best 
working  period  of  a  man*s  life,  and  most  men  are  prepared  to 
make  extra  exertions,  and  to  take  their  work  responsibly  and 
seriously,  when  they  have  to  provide  for  a  growing  family.  There 
is  something  wrong  in  a  wage  system  that  allows  no  promotion 
and  no  higher  rate  of  pay  to  a  man  when  he  comes  to  maturity, 
and  something  wrong  with  a  man  who  is  content  to  remain  at 
the  level  he  reached  when  he  was  23  years  old.  Among  the  new 
ways  that  are  being  explored  for  increasing  wages,  that  of  de- 
veloping the  individual's  latent  faculties  and  providing  avenues 
of  betterment  should  be  very  seriously  explored.    Meanwhile  the 
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very  pressing  problem  of  how  to  save  children  in  large  families 
from  insufficiency  of  nourishment  should  not  wait  till  industry 
is  reformed. 

A  minimum  standard  is  also  calculated  for  a  woman  without 
dependents,  living  with  her  parents  or  lodging  with  another 
family,  and  this  is  put  at  208.  a  week  at  pre-war  prices.  This 
standard  is  much  higher  than  that  allowed  previously  in  the  family 
budget,  for  there  an  adult  woman's  needs  are  taken  as  met  by 
Ss.  6d.  for  food  and  about  28.  9d.  for  share  of  the  house  and  fuel, 
while  in  the  second  case  128.  is  allowed  (or  board  and  lodging  and 
laundry ;  and  while  the  whole  family  has  10^.  for  clothing,  in- 
surance, and  pocket-money,  the  single  woman  is  allowed  88.  An 
independent  economic  life  is  thus  relatively  expensive. 

A.   L.    BOWLEY 


The  Busine88  of  Finance,  by  Hartley  Withers.    (John  Murray, 
1918.     Pp.  234.     6*.  net.) 

In  this  book  Mr.  Hartley  Withers,  quite  naturally,  reproduces, 
but  in  a  new  form,  much  of  what  he  has  already  written  in  earlier 
works,  and  it  is  none  the  worse  for  that,  for  many  of  the  points 
upon  which  he  insists — or  "platitudes,"  as  he  sometimes  modestly 
calls  them — are  of  a  kind  which  at  the  present  time  can  hardly 
be  urged  too  often.    For  instance  : — 

All  who  are  interested  in  the  sanity  and  sense  with  which 
finance  is  conducted  will  have  to  do  their  best  to  impress  on 
those  whose  economic  education  is  deficient  that  you  do  not 
make  people  really  any  better  off  by  plastering  the  world 
with  paper  promises  to  pay,  but  that  what  does  mankind 
real  good  is  stimulating  the  production  of  good  things  to 
put  into  its  stomach,  stout  clothes  for  it  to  wear,  good  bouses 
for  it  to  live  in,  and  sound  education  to  make  it  see  straight 
in  matters  of  finance  and  in  doing  its  duty  to  its  neigh- 
bour.    (P.  73.) 

The  activities  of  finance  are  defined  as 

the  manufacture  and  provision  of  currency  and  credit,  the 
handling  and  distribution  of  the  capital  that  is  saved  by  the 
community  and  put  into  the  equipment  of  industry,  and 
the  collection  and  spending  of  the  revenue  of  the  nations,  and 
the  raising  of  debts  for  any  purposes  that  they  choose  to  pay 
for  by  this  means.    (P.  12.) 
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The  various  chapters  deal  with  these  topics.  The  book  is 
written  in  the  author's  usual  attractive  style,  and  he  dispenses 
with  much  of  the  tedious  detail  which  both  teachers  and  students 
have  learned  to  associate  with  textbooks  on  money.  There  is 
no  tiresome  list  of  the  various  commodities  which  were  used  as 
money  prior  to  the  introduction  of  gold,  and  an  enumeration  of 
the  requisites  of  money,  all  ending  in  -ility,  will  not  be  found  in 
Mr.  Hartley  Withers'  pages.  Instead  of  these  we  have  refresh- 
ing remarks  like  the  following  on  the  adoption  of  gold  as  the 
medium  of  exchange  : — 

Perhaps  it  was  just  as  well  that  man  should  have  insisted 
on  prettiness  as  the  most  essential  point  in  the  article  that 
he  was  prepared  to  take  in  the  certainty  of  being  able  to 
pass  it  on  when  he  wanted  other  goods  or  services.  The 
amount  of  labour  that  he  has  sunk  throughout  the  ages  in 
digging  for  the  precious  metals  may  some  day  astonish  his 
more  rational  descendants,  but  it  would  have  been  even 
worse  if  some  really  useful  article  had  been  devoted  to  the 
purposes  of  a  medium  of  exchange.    (P.  26.) 

The  book  covers  a  great  deal  of  ground  and  the  treatment  of 
some  of  the  subjects  discussed  is,  perhaps  necessarily,  rather  thin. 
The  concluding  chapter  particularly,  or  that  part  of  it  which  is 
devoted  to  an  explanation  of  some  of  the  principles  of  taxation, 
is  decidedly  inadequate.  However,  most  that  is  essential  in  the 
theory  of  money  and  credit  is  to  be  found  in  the  volume,  if  it 
is  not  always  fully  discussed.  The  quantity  theory  is  clearly 
stated,  and  it  is  shown  that  "it  can  only  ...  be  upset  if  it  is 
complicated  by  irrelevant  issues"  (p.  47).  There  is  a  good  dis- 
cussion of  the  relative  advantages  and  disadvantages  of  rising 
and  falling  prices,  a  very  lucid  explanation  of  the  Bill  of  Exchange 
and  the  Foreign  Exchanges,  some  excellent  remarks  on  the 
duties  of  investors,  with  suggestions  as  to  the  possibility  of  some 
guidance  being  given  to  them  by  the  leaders  of  finance,  a  good 
discussion  of  the  difficulties  and  dangers  of  investment  abroad, 
and  so  on. 

We  should,  however,  have  liked  to  see  some  of  the  monetary 
and  financial  problems  which  are  mentioned  more  fully  treated, 
such  as,  for  instance,  the  desirability  of  restoring  the  sovereign 
to  circulation  after  the  war,  and  the  possibility  of  demonetising 
gold.  The  statement  that  under  collective  ownership  the  wages 
of  capital  will  still  have  to  be  paid  is  open  to  criticism,  that  is, 
if  interest  is  meant  by  the  phrase  "wages  of  capital "  (p.  103),  but 
we  are  not  quite  clear  as  to  the  meaning  of  this  passage. 
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We  have  noticed  three  small  sUps.  "Its"  should  be  "their" 
on  p.  63;  "capital"  should  be  "money"  on  p.  92;  and  can  a 
"blemish  "  be  used  as  a  "brickbat,"  even  by  the  critical?  (p.  147). 
But  these  are  all  minor  criticisms,  and  the  book  should  be  most 
useful  as  a  textbook,  and  especially  as  a  supplement  to  The 
Meaning  of  Money.  The  introduct<N7  chapter  strikes  a  note  of 
high  idealism  which  is  rare  in  works  on  finance,  and  it  is  to  be 
hoped  that  financiers  will  take  to  heart  the  following  : — 

Bankers,  financiers,  stockbrokers,  bill  discounters,  have 
to  remember  that  earning  a  profit  for  themselves  or  for  stock- 
holders is  not  the  beginning  and  end  of  their  business,  but 
that  they  are  in  charge  of  a  big  wheel  in  the  great  machinery 
of  production  and  distribution  of  wealth,  and  so  helping  the 
progress  of  mankind  to  a  better  state  of  mind  and  body. 
(P.  6.) 

H.  Sandbrson  Furniss 


The    Social    Basis   of    Co-operation.      By    Prop.    M.    Tugan- 
Baranovsky.    Published  by  the  University  of  Shaniavsky. 

Under  the  above  title  a  book  was  published  in  Moscow  about 
the  end  of  1915  or  the  beginning  of  1916,  by  Professor  M.  Tugan- 
Baranovsky,  who  is  well  known  in  Russia  as  an  economist. 
According  to  the  author's  preface  the  book  has  a  double  purpose 
to  serve  :  as  a  manual  for  university  and  other  students  who  are 
interested  in  the  subject  of  the  co-operative  movement,  and  at 
the  same  time  to  build  up  "  a  general  theory  "  of  this  movement. 
The  necessity  for  such  a  new  book,  especially  as  regards  the 
"  general  theory,"  is  explained  by  the  author  by  the  fact  that 
"  in  spite  of  the  extraordinary  number  of  books,  pamphlets,  and 
articles  written  on  co-operation,  there  is  rather  little  written  from 
the  scientific  point  of  view." 

"  In  particular,"  says  he,  "  neither  in  the  Russian  language, 
nor  in  any  other,  is  there  a  book  which  aims  at  giving  a  general 
theory  of  the  co-operative  movement  in  all  its  aspects  and  which 
might  serve  as  a  general  course  for  students  of  co-operation." 

And  I  must  acknowledge  that  what  Professor  T.  Baranovsky 
has  promised  in  his  preface  has  been  well  fulfilled.  He  has  given 
us  a  big  volume  of  about  520  pages,  fully  stocked  with  facts,  figures, 
and  comments  which  make  instructive  and  interesting  reading 
for  students  as  well  as  for  "  theorists." 

If  among  his  facts  and  arguments  there  is   nothing  new, 
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nothing  which  has  not  been  said  or  was  not  known  before  by 
students  and  workers  of  the  co-operative  movement,  the  merits 
of  the  book  are  nevertheless  great,  as  it  comprises  almost  all  the 
aspects  of  co-operative  trade,  and  production,  and  the  whole  is 
penetrated  throughout  with  one  idea  which  is  partly  reflected  in 
the  title  of  the  book.  This  idea  may  be  formulated  as  follows  : 
The  character  and  the  development  of  the  co-operative  movement 
depend  on  the  economic  status  of  the  persons  who  join  it.  Pro- 
fessor Tugan-Baranovsky,  using  the  old  terminology  inherited  from 
Proudhon,  Granier  de  Cassagnac,  and  chiefly  from  Marx,  employs 
the  word  "  class  "  for  the  designation  of  the  economic  status,  and 
thus  the  co-operative  movement  becomes,  accordingly,  a  class 
movement.  Hence  the  prosperity  and  success  of  a  co-operative 
society,  as  well  as  the  forms  of  its  activities,  depend,  it  would 
seem,  on  the  class  to  which  its  membership  belongs,  not  on  the 
devotion  of  the  members  to  the  principles  of  co-operation,  on  the 
idealistic  yearnings  and  aspirations  of  their  leaders,  nor  even 
so  much  on  the  skill,  practical  knowledge,  and  honesty  of  their 
servants,  but  purely  on  class-consciousness,  on  the  economical 
needs  and  economic  advantages  of  the  members.  Thus,  if  the 
representatives  of  a  certain  class  have  formed  a  co-operative  society 
which  corresponds  to  their  economic  interests  and  does  not  meet 
a  too  great  opposition  from  the  opposite  class  or  from  the  sur- 
rounding conditions^  then  the  venture  may  prove  successful,  the 
society  may  grow,  its  turnover  may  increase,  although,  speaking 
generally,  Professor  Tugan-Baranovsky  does  not  believe  in  the 
capacity  of  the  co-operative  movement  to  grow  to  such  an  extent 
as  eventually  to  conquer  capitalism. 

According  to  this  class-theory.  Professor  T.  Baranovsky  divides 
the  co-operative  movement  into  three  branches  :  the  proletarians, 
the  peasants,  and  the  small  traders*  (or,  as  he  calls  it,  "  small 
bourgeois  ")  co-operation.  The  "  proletarians,"  that  is,  the  wage- 
earning  working  class,  have  found  societies  of  consumers  most 
suitable  to  their  economic  .position.  Credit  societies,  on  the  system 
of  Baiffeisen  loan  banks  and  such  forms  of  co-operation,  which 
facilitate  the  selling  of  agricultural  products  and  the  buying  or 
use  of  machinery,  manure,  seeds,  etc.,  have  proved  to  be  more 
adaptable  to  the  requirements  and  circumstances  of  the  peasantry. 
And,  lastly,  the  small  trader  and  artisan,  that  is,  the  man  who 
works  not  as  a  wage-earner  but  independently  by  the  help  of  his 
own  small  capital  or  labour,  find  it  more  suitable  to  make  use  of 
co-operation  in  the  form  of  credit  banks  originated  by  Schulze- 
Delitzsch.     It  is  not  that  the  peasants  or  the  small  capitalists 
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and  artisans  have  not  tried  to  build  up  co-operative  societies  for 
distribution,  or  that  the  wage-earning  classes  did  not  try  other 
forms  of  co-operation  besides  distribution ;  but  only  that  each 
class  succeeded  in  such  a  form  of  co-operation  as  answered  best 
its  economic  conditions,  and  not  otherwise. 

Now  it  would  be  futile  to  deny  the  evident  fact  that  the 
economic  position  of  the  person  plays  a  very  great  part  in  his 
actions.  There  is  practically  no  human  action  which  by  some 
stretch  of  logic  cannot  be  reduced  to  economic  causes.  The  co- 
operative movement  is  certainly  no  exception  to  this.  But  to 
call  this  movement  a  class  movement,  and  to  ascribe  its  failures 
and  shortcomings,  or  its  progress  and  successes,  exclusively  to  the 
needs  of  a  class  of  people,  and  to  explain  all  its  issues  by  the  class 
theory  is,  to  say  the  least,  overstraining  one's  faculty  of  logic. 
Even  Professor  T.  Baranovsky  very  often  quite  forgets  about  his 
class  theory  and  in  a  most  inconsistent  way  says  things  which 
even  the  **  Utopians  "  of  the  co-operative  movement  who  altogether 
denied  the  basis  of  "  class- war "  could  easily  repeat.  Thus  in 
discussing  the  difficulties  of  building  up  a  successful  co-operative 
society  he  asks :  "  What  then  is  it  causes  people  not  to  give  way 
to  all  these  difficulties  and  to  overcome  them  triumphantly?" 
••  Evidently,"  answers  he,  "  only  the  interest  in  the  common 
cause,  the  social  enthusiasm,  without  which  successful  co-opera- 
tion is  impossible  "  (p.  102). 

Speaking  in  particular  of  the  distributive  societies  he  says  : 
"Although  at  present  the  organisation  of  a  consumers*  society 
does  not  require  as  much  initiative  and  idealistic  impulse  as  in 
the  times  of  Robert  Owen,  nevertheless,  even  now,  without  the 
moral  element,  the  element  of  idealism,  no  success  of  a  prole- 
tarian co-operative  business  is  possible.  Where  then  comes  this 
enthusiasm  from?  It  comes  from  the  consciousness  that  the 
co-operative  society  serves  not  only  the  selfish  aims  of  its  mem- 
bers, but  also  fulfils  some  important  purpose.  Only  high  social 
aims  are  able  to  evoke  enthusiasm.  That  is,  the  co-operative 
society  of  consumers  can  induce  its  members  towards  some  sacri- 
fice only  in  the  case  when  the  society  acquires  in  the  eyes  of  its 
members  some  idealistic  value.  It  is  necessary  that  the  members 
of  the  society  should  love  it,  and  should  look  upon  it  as  upon  some- 
thing which  is  more  sacred  than  one's  own  interests.  .  .  .  Where 
there  is  no  such  group  of  men  devoted  to  the  cause  of  co-operation 
there  can  be  no  successful  co-operative  undertaking"  (pp.  154-155). 

According  to  these  quotations,  taken  from  Professor  T. 
Baranovsky 's  own  book,  we  have  as  much  right  to  say  that  the 
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co-operative  movement  is  an  idealistic  movement  as  to  say  that 
it  is  a  class  movement.  It  is  true  that  there  are  some  extreme 
Marxians — ^and  Professor  T.  Baranovsky  seems  to  follow  them— 
who  assert  that  idealism  by  itself  is  a  "  proletarian  category," 
that  is,  that  the  "  proletarian  class  "  is  the  only  repository  of  h^h 
ideals,  of  great  social  and  humanitarian  aspirations.  However, 
in  war-time  paper  is  too  expensive  to  waste  it  on  refuting  such 
absurdities.  Evidently  people  with  such  views  on  human  feelings 
and  on  the  unending  struggle  of  the  soul  of  mankind  would  call 
even  Prometheus,  the  immortal  god,  who  suffered  for  the  human 
race,  a  "  proletarian,"  and  endow  him  with  '*  class  consciousness," 
and,  I  should  say,  Buddha,  who  left  his  throne,  parents,  wife, 
and  only  son,  and  went  to  live  among  the  poor  and  wretched, 
would  be  counted  by  them  among  the  representatives  of  "  class 
feeling." 

Certainly,  very  much  depends  on  what  is  meant  by  saying 
that  the  co-operative  movement  is  a  class  movement.  Professor 
T.  Baranovsky  seems  to  think  that  as  the  forms  of  co-operation 
and  the  progress  and  evolution  of  the  movement  depend  on  the 
class  of  persons  who  join  it,  therefore  the  movement  is  a  class 
movement.  He,  for  instance,  finds  that  societies  of  consumers 
have  been  especially  successful  among  mill  workers.  The  Roch- 
dale Pioneers  have  been  mill  workers.  Co-operative  stores  are 
spreading  more  in  the  North  of  England,  with  its  manufacturing, 
wage-earning  working  classes,  than  in  the  South  of  England,  with 
its  dominating  agricultural  and  bourgeois  population.  And  so  on. 
And,  accordingly,  the  store  co-operative  movement  is  a  purely 
"  proletarian  "  movement.  "  Co-operative  distribution,"  says  he, 
"  can  be  developed  among  all  the  three  social  classes,  among  which 
only  is  cooperation  possible,  that  is,  among  the  proletariat, 
peasantry,  and  small  bourgeoisie.  But  its  full  development,  co- 
operative distribution,  can  reach  only  among  one  social  class,  the 
proletariat,  and  then  only  in  the  towns  "  (p.  183).  And  the  ex- 
planation of  this  is :  because  certain  forms  of  co-operative  dis- 
tribution mostly  satisfy  the  needs  and  correspond  to  the  circum- 
stances of  the  class  of  proletarian.  But,  if  on  account  of  this  the 
co-operative  movement  is  a  class  movement,  then  every  little  store 
of  a  private  trader  in  some  back  street  which  by  its  commodities, 
prices,  and  so  on  is  adapted  to  the  needs,  tastes,  and  economical 
circumstances  of  the  surrounding  poor  population,  is  also  a  *'  class 
movement,"  and  a  "  proletarian  "  one,  as  distinct  as,  say,  from 
Harrod's  or  Liberty's,  which  provide  for  the  rich.  Here  lies  the 
whole  fallacy  of  calling  the  co-operative  movement  a  class  or 
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{M*oletarian  movement.  If  it  is  a  proletarian  movement,  it  is 
not  on  account  of  the  fact  that  the  membership  of  the  co-operative 
societies  belongs  to  the  class  of  proletarians,  but  because  its 
ultimate  purpose  is  more  for  the  good  of  the  poor  than  of  the  rich. 
Even  if  the  co-operative  societies  were  to  consist  of  rich  only 
and  did  not  include  the  poor  at  all,  it  would  still  be  a  proletarian 
movement  so  long  as  co-operation  implies  the  ideal  of  commonalty, 
of  the  good  for  all,  of  the  amelioration  of  the  lot  of  the  poor.  In 
this  broad,  idealistic  sense  Christianity  in  itself,  and,  f<H:  the 
matter  of  that,  every  other  rcUgion,  is  a  proletarian  movement. 
Even  if  the  membership  of  the  Established  Church  of  England 
consisted  only  of  big  landowners  and  high  official  classes,  this 
would  have  nothing  to  do  with  (he  teaching  of  Christianity,  which 
is  in  essence  "proletarian." 

The  question  whether  the  co-operative  movement  is  a  class 
movement,  and  if  so  in  what  sense  it  is  a  class  movement,  is 
not  only  of  theoretical  importance,  but  has  also  a  jHtbctical 
value.  Take,  for  instance,  the  question  of  international  co-opera- 
tion. One  is  astonished  in  reading  through  the  520  pages  of 
Professor  T.  Baranovsky's  book,  not  to  find  a  line  devoted  to  this 
most  important  aspect  of  the  co-operative  movement.  It  is  true 
that  there  is  a  small  chapter  with  the  heading  "  International 
AUiance  of  the  Proletarian  Co-operation,"  but  the  attentiim  of  the 
reader  is  drawn  there,  not  to  the  international  co-operative  trade, 
nor  to  the  aspect  of  future  possibilities  of  such  a  trade,  to  its 
bearings  on  the  development  of  the  movement,  to  its  relationship 
with  the  questions  of  peace  and  war,  tariff  reform,  international 
brotherhood,  and  so  on.  No  mention  is  made  of  this  side  of  the 
question,  and  the  few  pages  constituting  the  chapter  are  given 
up  to  the  tale  of  the  class  quarrel  which  at  the  International  Con- 
gress of  1904  at  Budapest  arose  between  the  '*  proletarian,** 
"  peasant,'*  and  "  small  bourgeoisie  '*  branches  of  German  co- 
operators. 

Now  such  an  omission  in  a  book  which  pretends  to  be  an  all- 
comprising  manual  and  a  thecuretical  expositicm  of  the  co-operative 
movement  can  be  explained  only  by  a  very  crumpled,  narrow, 
and  one-sided  view  of  the  "  class  theory."  Even  admitting  that 
the  peasant  co-operator  has  nothing  to  do  with  the  mill  workers' 
co-operative  undertakings,  that  each  one  works  in  his  own  in- 
terests, and  the  interests  of  these  two  classes,  not  to  speak  of  the 
third  class,  the  small  bourgeois  class,  are  opposed  to  each  other, 
yet  by  sheer  economic  forces  international  co-operative  trade  is 
bound  to  become  one  of  the  most  important  features  of  the  co- 
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operative  movement.  The  co-operative  societies  of  each  country 
will  in  the  nature  of  economic  evolution,  with  the  increase  of  their 
trade  and  membership,  enter  into  trading  relations,  and  it  wants 
only  the  stimulus  of  idealism,  the  guiding  spirit  of  human  brother- 
hood,  and  the  proper  understanding  of  what  co-operation  really 
means,  to  make  international  co-operation  a  real  force  in  inter- 
national relations. 

Semen  Bapoport 


Die  Wiftschaflsentwicklung  der  Karolingerzeit  vomehmlich  in 
Deuischland.  By  Alfons  Dopsch.  Two  volumes. 
(Weimar :  Hermann  B5hlaus  Nachfolger.  1912  and  1913. 
Pp.  x  +  373  and  viii  +  364.    M.  18.) 

Partly  because  of  its  position  at  the  portals  of  the  age  of 
Feudalism,  and  partly  because  of  the  remarkably  large  share  which 
has  fallen  to  its  lot  in  the  very  uneven  distribution  of  source 
material,  the  Carolingian  Empire  has  been  depicted  as  possessing 
an  unusually  clearly  defined  civilisation,  so  that  its  institutions 
furnish  a  welcome  basis  and  starting  point  for  the  investigator 
of  those  of  the  ensuing  Feudal  Ages.  The  dominating  personality 
of  Charlemagne,  whose  genius  for  organisation  is  revealed  in  so 
many  capitularies,  has  created  the  conception  that  the  civilisation 
of  this  age  is  largely  the  product  of  his  legislation.  Not  only 
have  the  institutions  of  his  Empire  been  shown  to  have  been  the 
product  of  Charlemagne's  genius,  but  likewise  the  economic  life 
has  been  represented,  by  such  writers  as  v.  Inama-Stemegg,  as 
having  virtually  been  created  by  a  piece  of  legislation  :  the  Capi- 
tulare  de  Villis,  a  law  which  was  used  to  throw  an  additional  lustre 
on  the  ruler  of  Western  Christendom,  the  mighty  conqueror,  who 
nevertheless,  to  quote  a  French  historian,  ne  didaigne  pas  d'en- 
iter  dans  les  dStaUs  d* apiculture,  a  conception  that  shows  a  rather 
remarkable  similarity  to  the  witty  satire  of  Bishop  Theodulf  of 
Orleans  when  he  says  : — 

In  medio  David  soeptro  regit  omnia,  largas 
Disponens  epulas,  ordine  pacifioo. 

This  hitherto  generally  accepted  theory  that  the  Carolingian 
economic  system  represented  the  economic  reorganisation  of 
Western  Europe  after  the  chaotic  times  of  the  Great  Migrations, 
in  general,  on  the  basis  of  agriculture  on  a  large  scale  with  the 
"villa**  as  organ  of  collection  and  distribution,  hs^s  suddenly 
received  a  rude  shock  at  the  hand  of  a  Viennese  scholar,  Alfons 


Digitized  by 


Google 


BOPSOH  :   WIBTSCHArrSKNTWIOKLUKO  DBR  KABOLINOBRZEIT      429 

Dopsch,  who  after  working  as  an  associate  of  Mublbacher  in  the 
editing  of  Carolingian  diplomata,  and  later  turning  to  the  Austrian 
urbaria,  in  his  Wirtschafisentwicklung  der  Karolingerzeit,  has 
taken  up  the  economic  problems  of  that  age.  That  which  gives 
the  book  its  peculiar  character  is  the  fact  that  Dopsch  is  a  diplo- 
matist, and  not  an  economist,  and  that  while  he  cares  nothing 
for  economic  laws  and  theories,  there  is  little  which  the  sources 
can  hide  from  him.  The  older  school  of  economists  supported 
their  theories  with  the  facts  offered  by  the  sources,  which  theories 
not  infrequently  influenced  the  interpretations.  Dopsch,  on  the 
other  hand,  starts,  as  it  were,  from  the  other  end,  and  investigates 
the  sources  as  such,  in  the  light  of  other  material  of  the  time, 
and  presents  them  with  all  accompanjring  circumstances,  which 
only  too  often  prove  that  the  meaning  of  a  certain  passage  is 
entirely  different  from  that  which  it  seemed  to  have  on  the  surface, 
and  which  the  economists  had  given  to  it.  A  specific  instance 
will  make  this  more  clear.  Inama-Stemegg,  in  search  of  a  reason 
to  explain  the  change  of  economic  conditions  which  took  place 
during  the  Carolingian  epoch,  found  the  Capitulare  de  VilUs,  a 
piece  of  legislation  which  fitted  the  situation  exceltently,  and 
hence  used  it  to  show  how  this  change  was  brought  about.  Dopsch, 
on  the  other  hand,  as  will  be  shown  later,  analysed  the  capitulary 
from  every  possible  angle,  compared  it  with  chronicles,  records 
of  synods  and  church  councils,  and  every  other  available  bit  of 
material,  and  reached  the  conclusion  that  it  is  a  mere  local  regula- 
tion for  one  manor.  The  result  is,  that  the  Capitulare  can  no 
longer  serve  as  the  basis  for  the  economic  conception  of  its  time. 
Dopsch  does  not  investigate  the  soundness  of  the  economic 
theories,  and  he  does  not  try  to  present  any  of  his  own,  except 
to  a  very  limited  extent.  What  he  does  is  to  investigate  the  foun- 
dations upon  which  the  theories  are  based,  to  investigate  the 
sources,  and  to  find,  repeatedly,  that  they  really  mean  something 
entirely  different  from  what  had  previously  been  assumed.  Thus 
a  very  large  part  of  the  foundations  on  which  the  system  had  been 
constructed  are  demolished,  and  the  whole  superstructure  is  left 
by  Dopsch  to  fall  in  ruins,  as  the  conclusions  drawn  from  the 
sources  are  of  no  further  concern  to  him. 

In  the  introduction  to  the  first  volume,  Dopsch  himself  says 
that  it  is  not  his  intention  to  write  a  new  book  on  the  Carolingian 
economic  conditions,  and  the  great  revolution  of  conceptions  due 
to  the  altered  interpretation  of  sources  which  might  be  caused 
thereby  is  virtually  disregarded.  This  re-examination  of  sources 
naturally  brings  Dopsch  into  frequent  conflict  with  the  results 
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of  the  studies  of  Inama-Stemegg,  Maurer,  and  other  economists, 
which  factor  gives  the  book  the  character  of  a  polemical  com- 
mentary on  the  book  of  Inama-Stemegg.^  But,  on  the  other 
hand,  wherever  in  his  analysis  Dopsch  finds  that  one  of  these 
economists  has  reached  the  same  conclusions  as  he  himself,  their 
interpretations  are  accepled  without  further  proof,  which  practice 
undoubtedly  constitutes  a  weak  point  of  the  book. 

Of  the  actual  conclusions  reached  by  Dopsch,  the  most  bril- 
liant ia  undoubtedly  the  proof  that  the  Capitulare  de  Villis  is  not 
a  Carolingian  law,  but  a  local  set  of  instructions,  and  it  might  not 
be  out  of  place  to  show  the  methods  by  which  Dopsch  reaches  some 
of  his  conclusions  in  this  connection. 

By  a  careful  analysis  of  the  provisions  of  this  capitulary  Dopsch 
finds  that  many  of  the  chapters  (such  as,  for  instance,  the  one 
concerning  fish  ponds)  enjoin  the  remedy  of  abuses  which  have 
crept  in,  and  order  the  return  to  former  conditions,  which  deprives 
the  Capitulare  of  its  character  of  a  piece  of  constructive  legisla- 
tion. In  the  second  place,  Dopsch  shows  that  the  Capitulare  was 
not  issued  by  Charlemagne  at  all,  which  is  evidenced  to  some  ex- 
tent by  the  fact  that  it  is  not  included  in  any  of  the  contemporary 
collections  of  capitularies.  A  number  of  provisions,  such  as  the 
personal  report  of  the  judex,  the  personal  appeal  of  the  servus, 
point  to  the  fact  that  the  Capitulare  is  applicable  to  a  limited 
area  only,  and  to  determine  where  this  is  located,  Dopsch  uses 
the  famous  catalogue  of  plants.  It  has  been  noticed  that  a  number 
of  these  planta  are  characteristic  of  a  mild  climate,  and,  using 
the  law  of  probability,  Dopsch  assumes  that  they  grew  in  the 
Southern  regiiMi,  rather  than  taking  the  usually  accepted  expla- 
nation of  this  passage,  namely,  that  this  is  an  indication  of  an 
attempt  of  Charlemagne  to  grow  almonds  and  oranges  at  Aachen. 
Dopsch  therefore  localises  the  Capitulare  in  Southern  France, 
where  all  of  the  trees  would  naturally  grow,  and  he  finds  that 
those  plants  which  have  most  obstinately  eluded  identification 
by  the  historian  and  the  botanist,  are  native  of  this  area.  The 
mention  of  wolves  which  had  led  some  to  localise  the  Capitulare 
in  the  Ardennes,  agrees  with  a  passage  in  the  Annals  of  St.  Bertin 
concerning  the  frequency  of  wolves  in  Aquitania.  If  we  remember 
that  Louis  the  Pious  was  King  of  Aquitania  from  781  on,  he 
and  Irmengard  are  the  only  persons  to  whom  the  titles  of  Bex  and 
Begina  could  apply,  the  latter  title  especially  one  that  has  caused 
much  trouble,  and  given  rise  to  very  complicated  conjectures.  The 
conjecture  of  Dopsch  agrees  most  remarkably  with  passages  from 

1  Dtuticht    WifUcha/UgeickUhU,    Pt.    I. 
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the  chronicles,  especially  those  which  refer  to  the  inventions  of 
Louis  in  the  art  of  war,  references  to  which  we  also  find  in  the 
Capitulare. 

Closely  connected  with  this  Capitulare  is  the  Brevium  Exem- 
pla,  which  Dopsch  showa  to  be  merely  a  copy  of  the  accounts  of 
the  monastery  of  Aniane,  the  centre  of  monastic  reforms 
emanating  from  Louis,  to  which  copy  had  been  added  similar 
material  for  Augsburg  and  Staffelsee.  These  arguments  concern- 
ing the  two  documents  are  clinched  by  a  brilliant  piece  of  source 
history,  in  which  Dopsch  shows  that  the  only  surviving  manu- 
script of  the  Capitulare  de  Villis  and  the  Brevium  Exempla,  now 
in  Wolfenbiittel,  were  brought  there  by  the  humanist  Flaccus 
from  Reichenau.  Its  catalogue,  dating  from  the  ninth  century, 
mentions  a  book  which  can  be  only  the  Wolfenbuttel  mannscript. 
The  two  documents  were  brought  to  Beichenau  from  Aniane  by 
Tatto,  later  Abbot  of  Eempten,  who  was  at  Aniane  in  817,  and 
who,  as  we  know  from  the  studies  of  Patetta,  was  greatly  in- 
terested in  agricultural  administration. 

At  this  point,  however,  Dopsch  stops,  and  while  the  Capitu- 
lare de  Villis  and  the  Brevium  Exempla  must  now  be  regarded 
in  an  entirely  different  light,  we  are  not  told  how  this  altered 
state  of  affairs  has  changed  the  deductions  formerly  drawn  from 
these  sources.  There  is  here  a  field  for  much  further  work,  and 
already  Sander  in  his  article  Ueber  die  Wirtschafisentwick' 
lung  der  Karolingerzeii  ^  has  tried  to  show  that  the  discoveries 
of  Dopsch  have  virtually  no  effect  on  the  views  hitherto  held  con- 
cerning Carolingian  economics,  as  he  claims  that  the  Capitulare 
de  Villis  is  *'  a  typical  example  of  the  spirit  of  the  administration 
of  Charlemagne  himself,"  a  view  with  which  I  cannot  agree, 
among  other  reasons  because  Sander  does  not  seem  to  realise 
fully  the  importance  of  Roman  survivals  in  Southern  France. 

Among  other  results  of  the  investigations  of  Dopsch,  mention 
must  be  made  of  the  altered  interpretation  of  the  monastic  char- 
tularies  covering  donations,  which  are  shown  to  be  abbreviated 
forms  of  precaria,  or  merely  records  of  exchanges,  interpretations 
which  tend  to  disprove  the  view  hitherto  held  of  the  predominance 
of  ecclesiastical  ownership  of  land.  The  "  Hufe"  is  shown  to 
have  been  of  variable  size,  and  an  administrative  unit,  not  a 
measure  of  area.  By  a  somewhat  peculiar  course  of  argumenta- 
tion the  existence  of  the  "  Markgenoesenschaft  •'  is  proved.  In 
the   second    volume    Dopsch    adduces   a   considerable    mass  of 

1  SeKmoUers  Jahrhuch  far  Gt^ttzgthung,  VerwtJtung,  rtc.  37  Jahrgang, 
1913,  pp.  383-406. 
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material,  together  with  new  interpretations  of  old  material,  to 
prove  that  the  current  idea  of  a  purely  agricultural  civilisation  is 
incorrect.  Many  points  are  introduced  to  show  that  commerce,  in- 
dustry, and  even  finance  played  a  considerable  rdle  in  the  Carol- 
ingian  age.  The  great  difference  of  values  between  the  Lex  Salica 
and  the  Lex  Bipuaria  is  shown  to  be  due,  not  to  a  reduction  of  the 
wergeld,  but  rather  to  a  change  of  values,  a  sort  of  price-revolution ; 
arguments  for  this  are  supported  by  passages  from  every  conceiv- 
able source,  as  well  as  by  the  results  of  numismatic  finds. 

Thus,  on  the  whole,  the  book  represents  a  new  phase  of 
economic  history — the  re-examination  of  the  sources  along  the 
lines  of  historical  source  criticism.  While  undoubtedly  many  of 
the  statements  made  by  Dopsch  will  in  time  be  altered,  he  has 
paved  the  way  for  an  entirely  new  conception  of  Garolingian 
economic  conditions,  and  it  is  greatly  to  his  credit  that  he  is  aware 
of  his  limitations,  and  does  not  attempt  to  recast  the  economic 
part.  While  the  book  undoubtedly  has  its  shortcomings,  they  are 
those  characteristic  of  the  jHoneer,  and  should  not  detract  from  its 
real  value.  To  be  sure  Dopsch*s  book  cannot  be  used  al<Mie,  with- 
out that  of  Inama-Sternegg,  as  it  fails  to  give  a  sufficiently  definite 
picture,  yet  no  historian  is  justified  in  disregarding  the  very  im- 
portant discoveries  which  are  here  presented. 

HiLMAR  H.  Wbbbr 


Finance  and  Trade  under  Edward  IIL  By  Members  of  the  His- 
tory School.  Edited  by  G.  Unwin.  Manchester :  1918. 
Price  158.  net. 

This  volume  deals  with  the  fiscal  aspects  of  Edward  III.*s  reign. 
It  contains  five  essays  written  by  students  of  Manchester  Univer- 
sity :  The  London  Lay  Subsidy  of  1332  (M.  Curtis) ;  The  Societies 
of  the  Bardi  and  the  Peruzzi  (E.  Bussell) ;  The  Taxation  of  Wool, 
1327-48  (P.  B.  Barnes);  The  Wine  Trade  with  Gascony  (F. 
Sargeant) ;  and  Calais  under  Edward  III.  (D.  Greaves).  The 
editor,  Prof.  Unwin,  contributes  an  introduction,  articles  on  Social 
Evolution  in  Mediteral  London,  and  on  London  Tradesmen  and 
Their  Creditors,  and  a  detailed  study  of  The  Estate  of  Merchants, 
1335-66.  The  book  serves  to  show  that  Manchester  University 
is  alive  to  the  importance  of  training  history  graduates  to  do  re- 
search in  Economic  History ;  and  in  this  respect  an  example  is 
set  to  the  older  universities  which  is  not  unneeded. 

In  his  introduction  Prof.  Unwin  combats  the  view  that  Edward 
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III.  pursued  a  *' definite  eoonomic  policy."  He  considers  that 
the  famous  statute  of  1337  which  forbade  the  exportation  of  wool 
and  the  importation  of  cloth,  and  encouraged  the  settlement  of 
alien  weavers,  enjoys  "an  altogether  undue  prominence  in  English 
industrial  histcn^.'*  It  does  not  indicate  "a  far-sighted  policy  of 
fostering  native  industry  "  (p.  187) : — 

Edward  wm  "organUini;  a  monopoly  in  the  exportation  of  wool,  which  was 
meant  to  serve  both  hia  fiscal  and  diplomatic  objecta ;  and  a  temporary  prohibition 
on  the  exportation  waa  an  eaaential  part  of  the  scheme.  T\^  prohibition  on 
Flemish  cloth  and  the  invitation  to  Flemish  cloth-workers  were  meant  to 
intenaify  the  diplomatic  pressure  on  Flanders,  whilst  they  might  serve  to 
mitifcate  Engliah  objections  to  restrictiona  on  the  exportation  of  wool*' 
(p.  xix). 

This  interpretation  of  the  Act  of  1337  appears  to  be  one-sided. 
As  early  as  1331  Edward  III.,  pursuing  a  policy  contemplated 
by  his  predecessors  for  nearly  a  century,  was  seeking  to  introduce 
alien  weavers  into  this  country.  His  father,  at  the  end  of  his 
reign,  had  definitely  planned  the  settlement  of  foreign  artisans, 
and  his  scheme  was  evidently  something  more  than  a  "device,'* 
for  the  Flemings  and  Brabanters  hastened  to  buy  up  teasels, 
fuller's  earth,  and  other  commodities  in  order  to  prevent  a  native 
cloth  manufacture.  Edward  II. *s  design  was  interrupted  by  his 
death,  but  his  successor  resumed  it  at  the  first  opportunity.  In 
1331  he  gave  letters  of  protection  to  John  Eempe  and  his  ser- 
vants, and  at  the  same  time  offered  similar  letters  to  all  foreign 
workers  of  cloth.  The  Statute  of  1337,  therefore,  only  embodied 
in  a  parliamentary  enactment  a  policy  already  set  on  foot  six 
years  before.  As  a  result  of  the  Act  numerous  letters  of  safe 
conduct  were  issued,  an  unmistakable  proof  that  the  invitation  to 
Flemish  cloth  workers  was  seriously  meant.  Taken  in  conjunction 
with  earlier  manifestations  of  industrial  policy  the  Act  of  1337 
can  hardly  be  regarded  as  nothing  but  "a  fiscal  and  diplomatic 
device/'  although  the  possibility  of  turning  the  Act  to  fiscal  and 
diplomatic  advantage  was  doubtless  not  absent  from  the  king's 
mind. 

The  policy  of  plenty  with  which  Edward  III.  has  been  credited 
is  considered  by  Prof.  Unwin  to  be  hypothetical.  He  gives  the 
credit  of  the  "free-trade"  enactments  of  the  reign,  not  to  the 
king,  but  to  Parliament : — 

'*The  *  free-trade*  enactmenta  of  Edward  Ill.'a  rei^n  were  carried  in 
responae  to  argent  petitions  of  the  Commona." 

To  regard  Acts  of  Parliament  as  necessarily  an  "expression  of 
parliamentary  opinion  "  is,  however,  an  assumption  hardly  more 
tenable  than  to  regfi»-d  them  as  a  "sure  indication  of  royal  policy," 
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which  Prof.  Unwin  rightly  deprecates.  In  the  fourteenth  cen- 
tury it  was  a  well-known  device  on  the  part  of  the  Crown  to  induce 
members  of  Parliament  to  present  petitions  praying  the  king  to 
follow  the  very  line  of  action  favoured  by  royal  policy ;  and  these 
petitions  were  promptly  turned  into  statutes  on  the  {Hretext  that 
they  were  an  "expression  of  parliamentary  opinion."  On  two 
occasions,  at  least,  in  the  reign  of  Edward  III.,  the  Commons 
made  fruitless  protests  against  the  practice.  It  is  true  that 
Edward  III.'s  "free  trade"  statutes  were  short-lived,  but  this 
was  due  not  to  the  "administrative  and  fiscal  action  of  the  king," 
but  to  the  inveterate  hostility  of  London,  which  always  managed 
to  extort  from  the  king  a  charter  nullifying  any  Act  "made  "  (as 
they  phrased  it)  "to  the  hurt  of  the  liberties  and  customs  of  the 
city."  It  is  scarcely  credible  that  fourteenth-century  Parliaments, 
in  which  the  burgher  class  was  so  numerously  represented,  should 
really  have  advocated  measures  throwing  open  to  aliens  the  in- 
ternal trade  of  the  country,  and  thereby  undermining  the  whole 
basis  of  monopoly  and  privilege  upon  which  civic  life  in  the  Middle 
Ages  was  built  up.  Stronger  evidence  is  required  to  prove  that 
mediaeval  Parliaments  were  so  far  ahead  of  the  fundamental  prin- 
ciples of  mediaeval  town  economy  as  is  implied  by  this  theory. 

Certain  points  of  detail  call  for  comment.  The  computation 
that  the  total  lay  population  of  London  amounted  to  16,360  (p.  44) 
appears  to  make  insufficient  allowance  tar  the  number  of  appren- 
tices, journeymen,  retainers,  and  general  "hangers-on."  The 
statement  (p.  61)  that  "as  in  other  mediaeval  cities,  the  members 
of  the  same  trade  were  gathered  together  in  one  district "  needs 
qualification.  Trade  was  not  localised  in  all  mediaeval  cities.  It 
is  misleading  to  speak  of  the  custom  of  }  mark  on  the  sack  of 
wool  as  "voted  by  Parliament"  (p.  137).  It  was  a  customary, 
not  a  parliamentary  tax,  although  Parliament  ratified  it  in  1276. 
The  increased  rate  of  the  subsidy  in  1341  is  incorrectly  given  as 
208.  (p.  163).  On  p.  210  Pnrf.  Unwin  writes:  "During  the 
revolution  with  which  the  reign  opened  the  foreign  staple  estab- 
lished in  1312  had  been  abolished."  The  foreign  staple  was  in 
existence  before  1312 ;  it  was  made  a  compulsory  staple  in  1313 ; 
and  was  displaced  by  the  home  staples  in  1326  prior  to  the 
"revolution  "  which  brought  Edward  III.  to  the  throne.  It  is 
difficult  to  agree  with  the  editor's  suggestion  that  the  clause  in 
the  famous  Ordinance  of  1363  prohibiting  native  merchants  from 
exporting  wool  was  supported  "by  the  majority  of  native  traders 
as  a  necessary  safeguard  on  the  freedom  of  trade  "  (p.  232).  The 
reason  surely  was  to  compel  foreign  traders  to  come  and  buy 
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their  wool  in  England,  and  when  the  home  staples  proved  a  failure 
owing  to  the  abstention  of  the  foreign  merchants  the  prohibition 
was  withdrawn.  If  native  traders  were  responsible  for  the  ex- 
clusion of  native  expcn-ters  of  wool  in  1353,  we  may  fairly  ask 
whether  they  were  also  responsible  for  the  exclusion  of  native 
importers  of  wine  in  1365. 

E.  LiPSON 


The  Development  of  the  British  West  Indies,  1700-1763.  By 
F.  W.  Pitman,  Ph.D.  (Newhaven  :  Yale  University  Press. 
Oxford  :  University  Press.    1917.) 

It  is  difficult  at  the  present  day  to  realise  that  there  was  a 
time  when  British  trade  with  the  West  Indies  was  of  more  im- 
portance than  that  with  India ;  and  when  it  might  reasonably  be 
contended  that  Guadeloupe  was  a  more  valuable  possession  than 
Canada.  But  even  at  the  time  of  its  zenith  there  was  something 
unwholesome  and  artificial  about  West  Indian  prosperity,  as  is 
made  manifest  by  Dr.  Pitman's  very  learned  and  valuable  volume. 
The  predominance  of  sugar  involved  both  the  decay  of  the  small 
proprietor  and  the  substitution  of  slave  labour  for  that  of  indentured 
whites.  But  the  existence  of  large  properties  encouraged  the  evils 
of  absenteeism,  with  the  result  that  a  powerful  West  India  interest 
in  London  might  succeed  in  bringing  about  measures  that  were 
very  far  from  being  beneficial  to  the  Empire  as  a  whole.  Dr. 
Pitman  lays  stress  on  the  disproportion  in  area  and  population 
between  the  British  Colonies  in  the  temperate  and  those  in  the 
tropical  zones  as  c(Mnplementary  trade  areas.  Economic  equili- 
brium could  only  be  got  by  the  recognition  of  the  trade  between 
the  English  Continental  Colonies  and  the  French  islands.  But 
such  recognition  was  against  the  economic  beliefs  of  the  age; 
whilst  the  absentee  proprietors  set  their  face  even  against  the  ex- 
tension of  the  area  under  sugar  in  the  British  islands.  There 
seems  ground  for  the  allegation  **  that  the  sugar  planters  in 
Jamaica  found  their  interest  much  more  in  importing  small  than 
large  quantities  of  sugar  into  Great  Britain."  When  a  Bill  to 
secure  the  peopling  of  Jamaica  with  white  settlers  and  the  cul- 
tivation of  its  lands  was  introduced  into  Parliament,  the  West 
India  interest  was  strong  enough  to  secure  its  rejection.  The 
same  sinister  influence  was  brought  to  bear  against  the  retention 
of  Guadeloupe  at  the  time  of  the  Peace  of  Paris.  "  Guadeloupe," 
a  contemporary  pamphleteer  wrote*  "  one  of  the  greatest  acquisi- 
tions Britain  ever  made,  acquires  many  powerful  enemies  from 
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private  views,  and  has  nothing  to  plead  but  her  public  utility,  an 
advantage  often  found  too  feeble  an  opponent  to  the  private  in- 
terests of  a  few.**  According  to  Dr.  Pitman,  **  the  arguments 
presented  to  Pitt  in  1760  for  the  acquisition  of  Guadeloupe  were 
unanswerable.  From  the  standpoint  of  the  British  public  it  is 
difficult  to  understand  how  Canada  could  in  any  sense  be  regarded 
as  of  equal  value  with  the  sugar  islands.'*  Be  this  as  it  may,  we 
must  recognise  that  "  the  Peace  of  Paris  marked  a  momentous 
crisis  in  the  history  of  the  Empire.  Through  it  the  planting  in- 
terest came  triumphant.  Its  position  and  monopoly  were  prac- 
tically undisturbed ;  Great  Britain  and  America  were  still  exposed 
to  exploitation  by  an  interest  whose  aims  were  well  understood. 
.  .  .  The  West  India  planting  interest  had  laid  substantial  foun- 
dations in  the  nature  of  economic  life  for  that  great  discontent 
which  culminated  in  the  American  Bevolution.'* 

H.  E.  Egbrton 


Trade  and  Navigation  between  Spain  and  the  Indies.  By  C.  H. 
Harino,  Ph.D.  (Harvard  University  Press,  Cambridge, 
Mass.    Idl8.) 

It  can  safely  be  asserted  that  no  English-speaking  author 
has  ever  approached  the  subject  of  the  Spanish- American  trade 
and  navigation  of  the  sixteenth  and  seventeenth  centuries  with 
a  more  complete  knowledge  of  the  original  authorities  than  that 
possessed  by  Mr.  Haring.  His  weak  point  is  that  he  does  not 
allow  sufficiently  for  the  ignorance  of  his  readers,  and  inflicts 
upon  them  long  passages  in  Spanish  which  not  one  in  ten  will  be 
able  to  understand. 

It  would  seem  that,  at  first,  the  intention  was  to  follow  the 
Portuguese  model  in  making  the  colonial  trade,  as  far  as  possible, 
a  Boyal  monopoly ;  but  the  circumstances  in  Spanish- America  were 
so  different  as  to  make  such  a  policy  impossible.  The  Casa  de 
Contrataci6n  started  under  favourable  auspices,  and  in  many  ways 
supplied  a  real  want;  but  **it  was  unfortunate  that  the  highest 
administrative  posts  in  so  old  and  worthy  an  institution  as  the 
India  House  should  suffer  the  blight  which  attacked  all  Spanish 
administrations  under  the  Philips,  i.e.,  the  sale  and  purchase  of 
Government  offices.'*  Moreover,  its  personnel  seems  to  have 
assumed  proportions  unwarranted  by  any  corresponding  increase 
in  the  volume  of  business  transacted. 

Mr.  Haring  has  much  of  interest  to  say  regarding  the  averia, 
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or  contribution  to  defray  the  expenses  of  the  convoys,  maintained 
for  the  defence  of  the  Indian  navigation.  The  rate  in  1563-4 
was  as  low  as  1  per  cent. ;  but, with  the  growth  of  French  and,  after- 
wards,  English  privateering,  it  tended  to  increase.  In  1596  it  had 
already  risen  to  7  per  cent."  In  effect,  those  who  obeyed  the  law 
were  penalised  ;  and  the  result  was  that  it  drove  merchants  to  seek 
new  means  of  fraud,  new  avenues  of  escape  from  an  intolerable 
situation."  The  other  duties  imposed  varied  greatly  from  time  to 
time ;  but  the  general  picture  obtained  is  one  of  irregularity  and 
uncertainty,  caused  by  the  slackness  and  the  venality  of  the 
Spanish  officials. 

Mr.  Haring  is  a  little  sceptical  with  regard  to  the  common 
assertion  that  the  depopulation  of  Spain  under  the  Hapsburgs  was 
due  to  the  superior  attractions  of  the  American  continent.  Un- 
doubtedly for  many  years  it  was  difficult  to  obtain  emigrants ;  and 
the  rule  against  infidels  and  heretics  remained  always  a  formidable 
obstacle. 

Meanwhile,  as  was  inevitable,  the  contraband  trade  greatly 
flourished.  "  Under  the  later  Hapsburgs,  with  the  increasing  de- 
mands of  the  colonies  on  the  one  hand,  and  the  utter  ruin  of 
Spanish  industries  on  the  other,  the  dependence  of  the  Seville 
expcM't  commerce  upon  foreign  manufactures  was  complete.  They 
supplied  five-sixths  of  the  cargoes  of  the  outbound  fleets."  More- 
over, the  arm  of  the  French  was  too  strong  to  allow  the  Spanish 
Power  to  enforce  its  own  laws ;  and  the  undeveloped  region  of  the 
Bio  de  la  Plata  became  the  happy  hunting  ground  of  the  inter- 
loper; whilst  the  presence  of  the  French,  the  English,  and  the 
Dutch  in  the  West  Indies  must,  in  any  case,  have  interfered  with 
the  Spanish  monopoly. 

Nor  was  Spain  logical  or  consistent  even  in  her  assertion  of 
monopoly.  **  Spanish  policy  towards  colonial  industries  lacked 
the  clearly  defined  outlines"  of  the  mercantile  system.  It  was 
merely  **  oppcMiunist."  **  As  it  was,  restrictions  and  prohibitions 
proved  to  be  of  little  avail,  and  the  system  of  great  armed  fleets 
and  single  ports  of  call  in  the  end  a  failure." 

Even  ber  mineral  resources  did  not  in  the  long  run  greatly 
profit  Spain.  Not  being  to  any  extent  a  producing  or  manufac- 
turing country,  she  became  merely  the  distributor  of  the  precious 
metals  to  the  rest  of  Europe. 

The  second  part  of  the  volume  deals  no  less  thoroughly  with  the 
subject  of  navigation ;  but  limits  of  space  forbid  further  com- 
ment. 

H.  E.  Egerton 
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Land  and  Labour  in  a  Deccan  Villaae     Rv  tt. 

D.Sc.      (London   and   Bombly      OxW    n     "*  ^'  ^'^' 
177  pp.)  ^moay.    Oxford   University  Press. 

This  volume  is  an  example  of  a  kinH  ^t 
which,  .t  may  be  hoped.  Jl  ll^Xi^^X"'"'\''''^^ 
India.  In  a  recent  number  of  the  JodbnT*  !!?  ^  ^^'^  " 
same  type  on  a  district  in  Eastern  Bpn^l  '"**°^*P>'  o^  the 
present  pamphlet  deals  "n  s^n™  H^es'lra'T^'  ''*** 
Western  Deccan.    No  greater  J^I™?    ,  *  '^"*^''  »°  *he 

including  soil   rainfaU  fZ!     T        .  °'  »g"«"'t"™l  conditions 

is  presented  byTe^^^JoT^s  jS^"''  "^  '""^'"^  *^- 
to  both,  but  in  the  one  thAfSr-   rfP^°^«°««  o°  "in  is  common 

in  the  other  t  i  vercipriru^^^^^^^^  '"I  *'«  '^'^P'  --«• 
sometimes  cannot  be^sZ  at  S  -^  ^^  ^"'^^  ^°*«^  ««>P« 
both  tillage  does  not  rZLthJ'<«"?i'  ''''°'  '"^  *°  •"**"«•  ^^ 
and.  once  his  cro^Z^^l^K^^l..'^.'^^^''^  *"^*^ 
his  attention  to  other  meaTof  UveS^'  *''  "^^'^^  *^°  *-° 

by  "ditt'^sfdtt  i*^r::  j;-iSLhTr^^^ 

«na  u  the  olh.r  bv  Mr  Mimn   r^n  ;^  Eng^„ih  Cml  Servant. 
;™l  College.    Tje tno^Zbt^^^;  ^.^r*/'^""'; 

students  into  more  fruitful  paths     BuT^t        ^  "^^  ^°*''" 

as^ardssoil.  etc    of  the  agrStu^al  c^Zl^oMrVS 
Deccan,  must  have  had  its  economic  life  greatly  affected  bvTh^ 

rnr%h  r"'  "'"^^  "  ^'^^  "'^"^  nnconn::td\  h 
tarmmg     The  figures  given  on  pages  114  and  137  show  that  th« 

""pTmor^  ""f  ''  'r  *'''°  *'**  ^**^«^  '--  otwLS^^s*'"' 

of  566  dlJh*"^*'"  ^*'  ^"^  *'"*  ^'  ^'^  «^«»  »°^  »  population 
of  566  distabuted  among  111  famiUes,  or  only  five  persons  Zv 

Swithtrhr'^fV^^"*'^  ^'  ^P"'**^-  ^-  -*  '>^° 
traced  with  the  help  of  the  Census  returns.    It  is.  therefore  im- 

seems  hardly  likely  that  this  is  the  case  in  view  of  the  increase 
of  opportunities  of  earning  money  outside  the  village.     The 
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number  of  children  is  so  small  that  the  authors  are  probably 
right  in  thinking  that  the  population  has  reached  a  stationary 
condition.  It  would  have  been  interesting  to  know  whether  the 
birthrate  is  low,  or  whether,  as  is  usual  in  India,  the  effect  of  a 
high  birthrate  is  nullified  by  great  mortality  among  infants.  The 
table  of  crops  on  page  67  would  be  much  more  useful  if  figures 
had  been  excerpted  for  quinquennial  periods.  Unless  this  is  done 
the  making  of  deductions  is  very  hazardous  in  the  case  of  insecure 
unirrigated  tracts,  where  harvests  vary  enormously  with  the 
seasons.  To  give  a  single  example,  286  acres  were  sown  with 
wheat  and  grain  in  1906-06,  and  42  in  1913-14.  Information  as 
to  the  rents  paid  for  different  classes  of  land  should  have  been 
given. 

To-day  the  chief  matters  of  economic  interest  in  rural 
India  are  the  possibility  of  increasing  production,  the  extent  of 
morcellement,  debt,  and  land  transfer,  and  the  means  of  com- 
bating these  evils.  The  authors  evidently  think  the  character  of 
the  farming  in  Pimpla  is  declining  and  notice  the  drop  in  the 
wheat  area.  Mcnrcellement,  with  the  resulting  numerous  petty 
holdings  consisting  of  small  scattered  fields,  is  unfavourable  to 
any  cereal  requiring  careful  tillage.  The  guess  may  be  hazarded 
that  the  diversion  of  energy  to  wage-earning  outside  the  village 
may  have  the  same  effect.  The  worst  features  of  the  farming  are 
the  use  of  poor  seed  and  failure  to  apply  simple  cures  to  pests. 
With  Poona  (College  in  the  neighbourhood  the  people  have 
remedies  within  their  reach. 

Morcellement  has  received  careful  study.  One  cannot  help 
thinking,  however,  that  there  is  some  flaw  in  the  deductions 
drawn  from  the  statistics  of  selected  years,  beginning  with  1771, 
when  there  were  19  holdings  averaging  40  acres  each,  and  ending 
with  1914,  when  there  were  100  or  more,  half  of  which  appear  to 
be  under  five  acres.  It  seems  pretty  clear  that  the  earlier  holdings 
were  to  a  far  larger  extent  than  the  later  ones  joint  family  hold- 
ings. The  tendency  is  to  break  these  up  into  individual  holdings. 
A  favourite  way  of  effecting  this  is  to  split  up  individual  fields 
with  the  result  that  each  shareholder  receives  small  plots  scattered 
over  the  village  area.  In  Pimpla  66  per  cent,  of  the  fields  are  less 
than  one  and  22  per  cent,  less  than  half  an  acre.  The  remedy 
of  restripement,  which  has  been  adopted  in  some  parts  of  Europe, 
has  not  penetrated  to  India.  The  revenue  law  makes  elaborate 
provisions  for  partition,  but  none  for  consolidation. 

The  amount  of  the  debts  owed  by  103  out  of  111  resident 
families  is  stated.    The  figures  are  robbed  of  much  of  their  signi- 
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ficance  because  the  authors  thought  it  was  impossible  to  ascertain 
the  history  of  the^  growth  of  debt.  Why  this  should  be  the  case 
is  not  apparent.  The  total  is  not  very  large,  but  the  burden  is 
heavy  because  of  the  high  rate  of  interest,  which  averages  14  per 
cent,  in  the  case  of  debts  secured  on  land,  and  24  per  cent,  when 
advances  are  made  on  personal  security.  The  mortgaged  area  is 
not  large,  but  part  of  it  is  hypothecated  under  the  ruinous  system 
of  conditional  sale.  In  some  parts  of  India  drastic  restrictions 
have  been  put  on  transfers  of  agricultural  land.  In  the  Punjab, 
where  they  have  been  longest  in  force,  none  of  the  economic  evils 
which  were  predicted  have  made  their  appearance. 

The  circumstances  of  103  out  of  111  resident  families  seem  to 
have  been  examined.  Their  income,  mainly  derived  from  wages, 
wcnrked  out  at  Bs.218  per  family,  and  the  same  sum  is  estimated 
as  the  amount  necessary  to  maintain  a  family  in  decent  comfort. 
This  is  equivalent  to  B8.44  per  head  per  annum,  or,  say,  two 
pence  per  diem.  The  wage  rate  for  work  outside  the  village  is 
put  at  sixpence  per  diem.  On  these  figures  there  is  no  surplus 
for  paying  interest  on  loans.  From  an  examination  of  the  case 
family  by  family  the  disheartening  conclusion  is  drawn  that,  while 
25  persons  have  an  average  income  of  Bs.T?  per  head  and  137 
persons  one  of  Bs.62,  the  remaining  352  are  insolvent,  having 
only  an  average  income  of  Bs.32,  which  is  much  below  the  sum 
required  for  food  and  clothing,  let  alone  payment  of  interest  on 
debt.  One  would  like  to  know  whether  the  families  concerned 
showed  any  signs  of  physical  deterioration  as  the  result  of  the 
abject  poverty  in  which  they  are  supposed  to  live.  If  not,  in  the 
absence  of  proof  of  a  rapid  increase  of  debt,  one  is  inclined  to 
suspect  some  flaw  in  the  calculations.  The  experience  of  officers 
who  assess  land  revenue  in  India  shows  that  it  is  exceedingly 
difficult  to  ascertain  the  income  derived  from  land.  Where  kind 
rents  prevail  the  estimates  are  in  the  case  of  insecure  dry  tracts 
especially  unreliable.  To  base  the  estimate  on  the  crop  returns 
of  a  single  year,  as  the  authors  seem  to  have  done,  is  fatal.  The 
average  crop  areas  of  10,  or,  still  better,  15  years  should  be 
taken.  Even  when  trustworthy  areas  are  obtained,  the  estimates 
of  crop  yields  per  acre  are  largely  hypothetical,  and  there  is  much 
difficulty  in  determining  fair  average  prices.  The  figures  on 
pages  114  and  137  are  based  on  the  exceptionally  low  area  of  the 
year  1915-16,  which  was  possibly  20  per  cent,  under  a  true 
average.  In  any  case,  as  over  60  per  cent,  of  the  income  was 
deriv^  from  sources  other  than  the  land,  the  root  of  the  trouble 
may  really  be  insufficient  industrial  wages. 
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It  is  to  be  hoped  that  the  Poona  College  will  make  similar 
surveys  of  some  pmiely  agricultural  villages,  and  deal  later  with 
a  whole  suhdivision  of  the  Poona  district.  The  district  gazetteers 
describe  more  or  less  fully  the  eccmomic  conditions  of  rural  tracts. 
But  the  information  which  they  contain  requires  to  be  supple- 
mented by  special  surveys,  and  in  carrying  them  out  the  agri- 
cultural colleges  can  fulfil  a  very  useful  r6le. 

J.  M.  DouiB 


Do  You  Pay  Excess  Profits  Duty  t  By  T.  Framb  Miller,  F.C. A. 
(London  :  A.  W.  Shaw  and  Co.  1918.  Pp.  34.  Price  Is. 
net.) 

This  pamphlet  consists  of  articles  reprinted  from  the  maga- 
zine, System,  and  gives  a  clear  exposition  of  the  working  of  the 
Finance  Acts  governing  the  Excess  Profits  Duty.  The  relative 
portions  of  these  Acts  are  quoted  in  an  appendix,  and  a  number  of 
detailed  examples  are  given  to  show  the  working  of  the  regulations. 
It  probably  would  require  a  pacel  of  surveyors  of  taxes  to  sit  in 
judgment  on  these  cases,  but  so  far  as  can  be  seen  they  are  very 
fairly  chosen.  With  unusual  praise  of  parliamentary  effort  the 
authcM*  says :  "  After  some  experience  of  the  working  of  the  Act 
it  has  been  amended  so  as  to  meet,  as  far  as  human  ingenuity  can, 
every  case  of  hardship." 

The  sting  of  the  pamphlet  is,  however,  in  the  preface,  where 
the  present  system  of  levy  is  denounced  as  one  **  which  offers  a 
premium  to  wasteful  administration  and  inefficiency.**  Had  Mr. 
Bonar  Law,  says  the  author,  "  increased  the  duty  to  100  per  cent, 
of  all  excess  profits  and  given  business  people  a  substantial  rebate 
in  all  excess  profits  attributable  to  economies  effected  in  adminis- 
tration and  manufacture,  he  would  have  so  stimulated  the  adoption 
in  this  country  of  scientific  methods  of  production  and  factory 
costing  that  we  should  have  been  in  a  much  better  position,  in 
this  respect,  to  face  competition  when  the  war  is  over  than  we  were 
in  the  early  days  of  1914.'*  Mr.  Miller,  in  the  second  para- 
graph of  his  pamphlet,  indicates  the  need  for  '*  liquid  capital  at 
command  **  to  enable  business  men  to  face  the  post-war  position. 
They  are  now  sure  of  20  per  cent,  of  their  excess  profits  towards 
this  fund  and  if  they  can  achieve  economies  in  production  they 
also  retain  20  per  cent,  of  the  resultant  profit.  Of  this  they  are 
certain,  but  Mr.  Miller  would  make  them  first  surrender  all  their 
excess  profits  and  then  accumulate  their  fighting  fund  from  a 
'*  substantial  rebate  *'  on  profits  due  to  economies.    The  outlook 
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would  not  appear  attractive  at  a  time  when  all  costs  were  going 
up  by  leaps  and  bounds,  and  when  in  the  end  genuine  economies 
might  still  be  swamped  in  extra  costs  beyond  all  hope  of  proving 
their  existence.  Take  the  case  analysed  on  pages  20-21,  where 
the  eji^ess  profits  are  assessed  at  £7,590  of  which  £1,518  falls  to 
the  firm ;  if  they  get  the  same  sum  as  the  result  of  economies  on 
Mr.  Miller's  plan,  it  would  mean  that  even  if  all  the  econcnnies 
were  freed  from  duty  the  trade  expenses  of  £11,500  were  12  per 
cent,  below  the  pre-war  level.  It  looks  too  much  of  a  gamble 
to  expect  such  a  reduction  with  rising  costs. 

What  is  true  in  Mr.  Miller's  criticism  is  that  careless  manu- 
facturers or  merchants  faced  by  an  increased  charge  may  say  : 
**  What  does  it  matter?  The  Government  would  take  80  per 
cent,  of  the  profit  anyway.**  To  this  there  is  no  answer  except 
to  commend  to  such  *'  business  men  '*  an  old  adage  about  taking 
care  of  the  pence.  After  all,  with  a  flat  rate  of  tax  one  does  not 
lose  by  having  a  high  taxable  income. 

Hbnry  W.  Macrosty 


La  Disfatta  del  SocMistno,  by  Agostino  Lanzillo.     (Libreria 
della  Voce,  Firenze,  1918.) 

The  author  is  a  syndicalist  of  the  School  of  Sorel.  In  his 
view  the  economic  Kingdom  of  Heaven  must  suffer  violence  and 
the  violent  must  take  it  by  force.  He  is  at  the  same  time  an 
ardent  paMot,  and  as  an  economist  a  free  trader.  In  his  view 
the  bankruptcy  of  Capitalism  became  inevitable  when  it  gave  up 
the  full  gospel  of  classical  political  economy  and  accepted  pro- 
tection and  State  interference,  while  Socialism  signed  its  own 
death  warrant  when  it  consented  to  pursue  its  aims  by  constitu- 
tional means,  and  so  became  a  political  piu*ty  like  any  other. 
Failure  to  remodel  the  social  structure  by  revolution,  and  the 
fact  that  Prussianism,  intent  on  world  power,  bought  the  support 
of  the  German  Socialists  by  the  offer  of  infinite  industrial  pros- 
perity, made  the  war  inevitable.  A  new  Society,  differing  pro- 
foundly from  the  old  in  moral  ideals  and  political  and  economic 
constitution,  will  emerge.  A  warlike  and  energetic  type  of 
character  has  been  evolved,  and  nationalism  has  killed  inter- 
nationalism as  a  fcNTce  to  be  reckoned  with.  Gt>vemment  will 
continue  to  be  based  on  popular  will,  but  parliamentary  demo- 
cracy has  shown  its  impotence  to  produce  men  of  action  capable 
either  of  conducting  the  war  or  of  dealing  with  the  urgent  prob- 
lems of  the  future,  when  policy  must  be  based,  not  on  foolish 
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dreams  of  universal  peace,  but  on  the  certainty  of  a  German  war 
of  revenge.  No  sudden  and  complete  change  in  the  social  struc- 
ture is  to  be  expected.  But  the  failure  of  Socialism  has  cleared 
the  way  for  Syndicalism,  which  inherits  all  that  is  vital  in  its 
doctrines.  The  organisation  of  the  industrial  and  agricultural 
workers  in  syndicates  will  enable  them  to  take  full  advantage  of 
circumstances,  whether  the  future  development  is  in  the  direction 
of  State  Socialism  or  of  freedom  of  trade  and  competition.  It 
will  be  the  duty  of  the  syndicates  to  boycott  parliament,  and 
reduce  it  to  impotence.  The  author's  ideal  involves  the  placing 
of  power  in  the  hands  of  a  small  body,  of  strong  men.  The  mass 
of  the  proletariat  is  lacking  in  the  intelligence  and  courage  requi- 
site for  the  task  of  government,  and  is  destined  to  be  "raw  mate- 
rial in  the  hands  of  those  who  know,  understand,  see,  and  will.** 

J.  M.  DouiE 
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NOTES  AND  MEMORANDA 

The  Eice  Industry  op  Japan. 

Bice  is  the  staple  crop  of  Japanese  agriculture.  It  is  the 
national  food  of  the  people  of  Japan,  and  is  widely  cultivated 
throughout  the  length  and  breadth  of  the  country.  Without  rice 
Japanese  agriculture  can  hardly  be  said  to  exist.  The  crop 
returns  of  rice  are  eagerly  studied  by  the  financiers  of  the  grain 
market,  for  its  price  regulates  the  prices  of  all  the  other  neces- 
saries of  life.  The  rice  market  is  very  sensitive  to  weather  con- 
ditions, especially  at  the  ripening  season.  Storms  often  upset  the 
financial  market,  while  dry  weather  is  the  source  of  economic 
disturbances  in  the  rural  communities.  The  paddy  fields  are 
watered  from  rivers  and  irrigation  canals,  and  are  protected 
against  inundation  and  floods  by  means  of  embankments  and 
sluice  gates.  Hydraulic  engineering  also  plays  no  small  part  in 
the  success  of  rice  culture.  Agriculturists  are  making  their  best 
efforts  to  increase  the  average  yield  of  the  paddy  fields.  Experi- 
ments are  constantly  being  made  from  the  agricultural  as  well  as 
chemical  standpoint  to  determine  what  varieties  are  best  and 
give  the  largest  yield.  Th3  principles  of  the  new  genetic  science 
are  being  applied  to  rice  culture,  experiments  especially  in  the 
search  for  early  varieties  suitable  to  northern  Japan.  The  in- 
crease of  yield,  however,  has  not  kept  pace  with  the  increase  of 
population.  But  impcnrts  from  Indo-China  and  elsewhere 
make  up  the  national  deficiency.  In  good  years  the  price  falls 
so  low  that  the  country  feels  a  kind  of  agricultural  depression  such 
as  is  felt  at  times  in  England  and  other  countries.  At  such  times 
adjusting  the  price  of  rice  becomes  an  important  agrarian  ques- 
tion. Bice  granaries  are  in  demand  in  the  rural  districts  in  which 
to  store  the  surplus  rice  until  the  price  goes  up.  Agricultural 
banks  advance  money  to  these  granaries  in  order  to  aid  the  pro- 
ducers. Bice  culture,  nevertheless,  ia  always  on  a  small  scale 
and  farmers  are  never  well  off.  However,  most  of  them  find  it 
difficult  to  subsist  on  other  diet  than  their  cherished  rice.  Hence, 
ever  since  the  foundation  of  the  Empire  2,600  years  ago,  rice 
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culture  has  been  banded  down  from  generation  to  generation  as 
tbe  most  important  agricultural  occupation  of  the  country.  Tbe 
future  welfare  and  strengtb  of  Japan,  not  to  speak  of  advancement 
in  civilisation,  depend  mucb  upon  bow  tbe  question  of  rice  culture 
is  solved.  If  tbe  present  system  continues  tbe  rural  population 
will  never  get  beyond  tbe  borizon  of  a  small-scale  rice  culture 
and  a  poor  standard  of  living. 

Bice  was  tbe  cbief  agricultural  product  at  the  beginning  of 
Japanese  authentic  history.  History  leaves  us  no  account  of 
the  people  being  engaged  in  any  other  occupation  than  that  of 
agriculture.  The  ancestors  of  the  Japanese  people  must  have 
already  passed  the  nomadic  stage  of  life  before  they  settled  in 
their  adopted  island  country.  The  economic  life  of  the  people 
began  with  the  cultivation  of  rice.  When  the  paddy  fields  yielded 
abundant  crops  of  rice,  the  founders  of  the  Empire  were 
pleased  to  call  the  country  **  the  land  of  full  crops,"  a  land  where 
their  descendants  could  multiply  and  dominate.  From  such 
traditional  facts  it  may  be  inferred  that  the  original  home  of  the 
Japanese  people  was  somewhere  in  the  southern  islands  of  Asia, 
not  in  tbe  highlands  of  the  Continent,  where  the  subsistence  of 
the  people  was  derived  from  stock-raising  as  with  the  present  Mon- 
golian Tartars.  Rice  has  been  thus  the  historical  national  food 
of  tbe  people  of  Japan  since  time  immemorial. 

The  periodical  partition  of  land  and  the  common  cultivation  of 
the  royal  demesne  seem  to  ha^e  been  practised  in  the  early  days 
of  Japanese  history.  The  size  of  such  allotted  land  was  just 
sufficient  to  yield  enough  rice  to  sustain  its  cultivator.  Each 
man  and  woman,  being  of  age,  was  entitled  to  half  an  acre  of  land, 
which  averaged  twenty  bushels  of  rice  per  acre  even  during  the 
primitive  stages  of  agriculture.  The  rice  of  the  demesne  was 
stored  in  the  government  granaries  and  made  good  use  of  during 
odd  years.  It  was  the  established  pc^cy  of  the  government  to 
provide  reservoirs  and  canals  for  the  irrigation  of  paddy  fields. 
Wherever  water-courses  could  be  secured  rice  culture  has  found 
its  way,  and  the  rural  population  accordingly  increased  and  pros- 
pered. 

Rice  was  originally  a  tropical  plant  and  gradually  became  accli- 
matised to  tbe  soil  of  Japan.  Even  now  the  late  varieties,  though 
they  are  the  largest  producers,  cannot  be  safely  depended  upon 
in  the  north-eastern  sections  of  the  country.  The  early  varieties 
are  the  only  kinds  that  can  be  grown  in  the  island  of  Hokkaido. 
It  was  a  slow  process  of  evolution  which  acclimatised  a  tropical 
plant  even  in  the  extreme  north  of  Japan.     It  was  the  work  of 
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centuries.  It  was  necessitated  by  the  growth  of  population  and 
by  the  frequent  occurrences  of  famine.  The  extension  of  its  culture 
is  still  going  on.  To  make  the  nation  self-supplying  and  indepen- 
dent in  this  important  national  food  the  paddy  fields  must  be 
increased  in  area  and  in  yield.  The  following  statistical  table 
shows  the  recent  increase  in  area  and  yield  of  paddy  fields  : — 

Average 
Area  1,000  cho.*     Production  1,000  koku.*    production  per  tan.* 

1912  ...  3,003  60,222  1,672  koku. 

1913  ...  3,029  50,265  1,659     „ 

1914  ...  3,033  67,006  1.879     „ 

1915  ...  3,056  65,914  1,830     „ 

The  market  for  rice  is  chiefly  domestic,  as  it  is  produced  for 
domestic  consumption.  Formerly  it  was  transported  by  means 
of  river  and  coastwise  navigation.  Bailroads  having  been  con- 
structed for  internal  traffic  the  course  of  transportation  has  under- 
gone many  changes.  Besides  the  two  central  markets,  namely 
Tokyo  and  Osaka,  there  are  many  important  provincial  markets, 
such  as  Nagoya  and  Kuwana,  where  Produce  Exchanges  have 
been  established.  In  recent  years  the  quality  of  rice  has  been 
considerably  improved.  Hence  provinces  which  had  only  local 
markets  for  their  rice  can  now  send  it  to  Tokyo  and  find  a  market 
there.  The  earliest  varieties  appear  in  the  market  even  as  early 
as  August.  They  are  grown  in  a  place  called  Nigo-Han,  near 
Tokyo.  But  the  latest  varieties  are  of  the  best  quality  and  com- 
mand the  highest  prices.  It  has  been  the  aim  of  agriculturists 
throughout  the  country  to  improve  the  quality  of  rice  as  well  as 
the  manner  of  packing  in  straw  bags  for  transportation.  Con- 
siderable improvement  has  been  achieved  in  that  respect,  especially 
in  the  provinces  of  Kumamoto,  Oida,  and  Yamaguchoi.  The 
result  is  saving  in  handling  and  transportation  and  gain  in  com- 
manding a  good  price  in  the  markets. 

Kice  growers  usually  use  barley  or  naked  barley  as  a  diet  and 
sell  their  produce  of  rice  in  the  markets.  This  is  also  the  case 
with  silk  raisers.  They  sell  the  silk  and  buy  cotton  for  their 
own  use. 

The  annual  production  of  rice  is  over  250,000,000  bushels,  and 
if  we  estimate  it  as  averaging  yen  thiee  per  bushel  the  whole 
value  would  be  yen  750,000,000.  No  other  industry  can  compare 
with  the  rice  industry  in  importance  in  the  national  economy. 
When  such  a  vast  quantity  of  rice  begins  to  appear  in  the  markets 
in  the  fall,  throughout  the  country,  it  can  be  easily  imagined  that 
business  is  very  brisk.    Bankers  and  merchants  have  a  share  of 

*  1  cho  id  about  2J  acres.         «  I  koku  =  6  busheU.         »  I  tan  =  i  acre- 
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the  business.  If,  however,  the  crop  is  short  business  becomes  dull 
and  everyone  feels  a  kind  of  agricultural  depression.  This  single 
crop  seems  to  be  the  mainspring  of  the  national  economic  activity. 
Its  importance  to  the  welfare  of  the  people  of  Japan  cannot  be 
overestimated. 

The  cultivation  of  rice  is  not  poetical  nor  fancy  work,  but  a 
work  of  real  drudgery.  Japanete  farmers  are  bom  to  rice-grow- 
ing. The  paddy  fields  seem  to  them  a  paradise.  Their  homes  are 
surrounded  by  them.  They  look  after  the  water  morning  and 
evening  during  the  growing  season  and  do  not  mind  the  heat  of 
the  summer  sun  when  weeding.  They  are,  however,  afraid  of 
storms  at  the  time  of  flowering,  and  of  the  210th  day  of  the  lunar 
calendar.  When  crops  are  ripe  and  ready  to  harvest  men  and 
women  are  kept  busy  with  the  sickles.  The  rice  plants  bend  with 
the  heavy  grain  and  the  paddy  fields  look  as  if  loaded  with  precious 
gold.  The  rural  folks  are  then  active  in  the  fields  and  are  as  merry 
as  at  the  time  of  transplanting.  Drying,  threshing,, and  hulling 
involves  much  hard  work,  while  no  labour  was  spared  in  securing 
a  good  yield.  Vigilance  is  required  in  looking  after  enemies, 
especially  insects  and  borers.  Idlers  cannot  succeed  in  the  growing 
of  rice.  Inherited  experience  enables  Japanese  farmers  to  become 
expert  rice  growers.  They  are  happier  working  in  paddy 
fields  than  on  the  upland  farms.  For  that  reason  the  culture  of 
rice  is  gradually  extended  even  to  the  northern  provinces.  The 
island  of  Hokkaido  is  rapidly  becoming  a  rich  rice-growing  coun- 
try. Thirty  years  ago  rice  was  grown  only  in  limited  localities  in 
the  southern  part  of  Hokkaido.  Not  a  bushel  was  produced  in 
the  vicinity  of  Sapporo  at  that  time. 

Now  about  4,000,000  bushels  are  grown  annually  in  Hokkaido. 
Within  thirty  years  the  yield  may  be  increased  five  times — to 
20,000,000  bushels— inasmuch  as  the  paddy  fields  can  be  increased 
without  much  difficulty  to  about  five  times  the  present  area.  If 
the  experiments  in  scientific  rice-breeding  succeed  in  producing 
earlier  varieties  of  rice,  then  the  culture  of  rice  may  still  be  ex- 
tended to  those  provinces  in  Hokkaido  where  climate  has  hitherto 
been  considered  too  severe  for  its  growth.  The  acclimatisation  of 
rice,  though  a  slow  process,  is  a  possibility ;  if  so,  it  will  make 
possible  the  replacing  of  the  earliest  varieties  by  still  earlier  and 
new  varieties.  There  are  three  kinds  of  rice — ordinary,  gluti- 
nous, and  upland.  The  most  important  of  the  three  is  the 
ordinary  rice,  which  may  be  divided  into  three  varieties,  namely 
early,  medium,  and  late.  Each  of  these  varieties  has  about  ten 
chief  sub-varieties  and  are  the  most  commonly  cultivated.     One 
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variety  differs  from  another  in  the  length  of  the  straw,  number 
of  shoots,  the  length  of  ears,  the  number  of  grains  in  the  ear, 
size  and  form  of  grains,  time  of  ripening,  and  other  peculiarities. 
So  long  as  rice  forms  the  chief  national  food  and  plays  an  im- 
portant part  in  the  economy  of  the  nation,  it  is  very  desirable  to 
produce  the  best  early  varieties  and  to  extend  rice  culture  to  all 
parts  of  Hokkaido  and  even  to  SaghaHen. 

Rice  culture  may  be  said  to  form  the  backbone  of  Japanese 
agriculture.  The  paddy  fields  constitute  more  than  one-half  of 
the  arable  land  of  the  country.  The  Mulberry  and  Tea  farms 
produce  two  important  articles  of  export,  but  the  value  of  tea 
and  silk  cannot  be  compared  with  the  importance  of  rice.  If 
cotton  merits  the  name  of  **  King  "  in  America,  rice  is  certainly 
entitled  to  be  called  "  Queen"  in  Japan.  The  following  table 
shows  the  increase  of  area  of  the  paddy  fields  during  nearly  forty 
years  : — 

Average  area  of  paddy  fields  from  1878  to  1887  2,679,060  oho. 

1888  „  1897  2.754,289  „ 

1898  .,  1907  2,861,158  „ 

1908  „  1914  2,978,576  „ 

These  statistics  show  that  the  area  increase  of  paddy  fields  from 
1878  to  1914  was  399,516  cho  (1  cho  being  about  2J  acres) ;  that 
is,  the  increase  averaged  11,103  cho  per  year.  Prom  this  fact 
we  infer  that,  Japan  being  pressed  by  the  growth  of  population, 
the  lands  available  for  rice  culture  are  used  as  paddy  fields.  This 
increase  in  area  is  not  at  the  expense  of  the  upland  farms  because 
the  total  area  of  the  latter  also  shows  some  increase.  H^nce  we 
conclude  that  arable  lands  are  constantly  being  reclaimed  from 
new  lands  and  that  the  jnargin  of  cultivation  is  extended  to  in- 
ferior soil.  The  result  is  an  increased  production  of  rice,  as  may 
be  seen  from  the  following  statistics  : — 

Average  yield  of  rice  from  1878  to  1887  31,809,467  koku. 

„  1888  „  1897  38,236,831       „ 

1898  „  1907  44,382,972       „ 

,.  „  1908  „  1914  51,457,321       „ 

This  shows  that  the  increased  production  of  rice  amounted  to 
19,647,854  koku  (1  koku  =  5  bushels)  in  thirty-six  years.  The 
average  increase  per  year  is  545,773  koku,  which  is  about  the 
amount  needed  for  the. increase  of  population.  How  long  we 
can  continue  to  increase  the  production  of  rice  at  such  a  ratio 
is  a  question  of  vital  importance  to  the  welfare  of  the  nation. 

The  consumption  of  rice  per  capita  is  increasing  constantly, 
as  the  following  statistics  show.  The  statistics  are  based  on  the 
assumption  that  the  rice  consumed  is  the  amount  of  {H'oduction 
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of  the  previous  year  plus  or  minus  the  amount  of  rice  imported 
or  exported  as  the  case  may  be. 

Average  oonsumption  per  ci^ita  from  ISSS  to  1S97  .946  koku. 

1898  .,  1907  .984       „ 

1908  „  1912         1.042      „ 

Rice  is  used,  besides  being  consumed  as  food,  in  the  form  of 
rice  flour  for  confectionery,  for  distilling  sake,  and  for  starch.  The 
standard  of  living  being  constantly  raised  the  consumption  of  rice 
will  far  exceed  one  koku  per  capita.  It  is  therefore  necessary 
to  increase  the  yield  of  rice  per  tan  by  means  of  intensive  culture. 
The  following  statistics  show  that  the  yield  of  rice  per  tan  has 
been  raised  within  the  last  twenty  years. 

Average  yield  per  tan  from  1888  to  1897         1.401  koku. 
1898  ,.  1907         1.671       „ 
1908  M  1912         1.734       „ 

If  we  take  the  three  years  1912,  1913,  1914,  the  average  comes 
up  to  1.771  koku  per  tan  (tan  =  ^  acre),  so  that  the  yield  per 
acre  is  over  35  bushels.  It  will  not  take  many  years  to  brmg 
the  average  yield  up  to  40  bushels  per  acre.  The  four  prefectures, 
Kyoto,  Osaka,  Nara,  Wakayama,  returned  in  the  year  1914  49 
bushels  as  the  average  yield  per  acre. 

The  price  of  rice  is,  of  ox)urse,  regulated  by  the  law  of  supply 
and  demand,  but  it  constantly  fluctuates  in  the  market,  dep<'nd- 
ing  chiefly  on  the  condition  of  the  crops.  The  Produce  Exchanges 
find  it  very  difficult  to  fix  the  normal  price  of  rice  during  the 
ripening  season  when  the  facts  of  temperature  and  humidity  are 
still  uncertain.  The  fluctuation  of  the  price  of  rice  often  causes 
anxiety  to  the  people,  inasmuch  as  rice  is  their  main  food,  and 
because  it  also  fixes  the  standard  price  of  other  necessaries  of  life, 
as  well  as  the  wage^  of  the  working  classes.  The  rice  imported 
from  British  India,  Siam,  French  Indo-China  and  other  countries 
in  Asia  tends  to  moderate  prices,  as  it  is  cheaper,  being  of  an 
inferior  quality.  Within  three  years,  from  1912  to  1914,  the 
rice  imported  from  these  sources  averaged  2,631,450  koku  per 
year,  and  amounted  to  yen  34,996,578.  We  also  get  a  supply 
of  rice  from  Formosa  and  Korea  which  helps  to  steady  the  rice 
market.  In  Formosa  they  get  two  crops  of  rice  per  year,  but 
its  quality  is  rather  poor.  In  Korea  rice  culture  is  dependent 
chiefly  upon  rainfall  for  irrigation,  but  it  is  of  better  quality  and 
oonmiands  a  higher  price  than  rice  grown  in  Formosa.  From  the 
year  1912  to  1914  inclusive  the  rice  imported  from  Formosa 
averaged  820,028  koku  per  year,  valued  at  yen  10,953,215,  an 
average  of  yen  13*28  per  koku.  From  Korea  we  imported  rice 
during  the  same  period  which  averaged  624,629  koku  per  year, 
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valued  at  yen  9,582,674,  or  yen  1571  per  koku.  Thus  it  will  be 
seen  that  within  three  years,  from  1912  to  1914  inclusive,  the 
rice  imported  from  the  Asiatic  countries,  Formosa  and  Korea, 
averaged  over  4,000,000  koku.  with  a  value  of  more  than 
yen  55,530,000  per  year.  This  cheaper  rice  supplied  food  to  the 
poorer  classes  and  supplemented  the  deficiency  in  quantity  of 
the  native  rice.  Without  this  importation  the  prices  of  commo- 
dities other  than  rice  would  become  higher,  such  as  barley, 
beans,  and  other  necessities  made  out  of  such  grains,  such  as 
mise  and  sauce,  and  would  much  affect  the  domestic  economy  of 
the  wage-earning  classes.  If  this  imported  rice,  4,076,097  koku, 
be  added  to  the  average  quantity  of  rice  produced,  it  would  make 
a  total  of  56,570,758  koku.  This  amount  would  represent  the 
average  quantity  of  rice  consumed  during  the  period  under  con- 
sideration, provided  no  rice  is  exported.  Though  the  native  rice 
commands  a  higher  price,  some  of  it  is  exported  to  other  countries 
chiefly  for  the  consumption  of  Japanese  living  there.  During  the 
period  under  consideration  the  rice  exported  averaged  272,121 
koku  per  year  at  at  value  of  yen  5,627,997.  This  shows  that  the 
quantity  of  the  export  was  about  7  per  cent.,  while  the  value  was 
about  10  per  cent,  of  the  import.  When  the  price  of  rice  rises 
it  can  be  steadied  by  the  importation  of  foreign  rice,  but  when 
it  gets  so  low  as  to  cause  loss  to  the  producers  it  is  very  difficult 
to  bring  the  price  up  again  to  a  normal  standard,  because  there 
is  not  sufficient  market  abroad  for  Japanese  rice.  Elasticity  and 
adjustment  of  the  price  of  ^ce  seem  to  be  one-sided.  Hence  at 
the  last  meeting  of  the  Agricultural  Committee  for  the  Adjust- 
ment of  the  Price  of  Rice  in  Tokyo  the  establishment  of  rice 
granaries  in  different  prefectures  was  recommended  as  the  only 
effective  method  of  keeping  up  the  price  to  a  normal  standard. 
But  the  most  natural  and  the  most  economical  way  of  adjusting 
the  price,  whether  high  or  low,  must  be  to  open  world  markets  to 
Japanese  rice.  The  following  table  shows  the  price  of  rice  per 
koku  per  decade  since  the  Restoration  : — 

From  1868  to  1877  Yen  6.36  From  1898  to  1907  Yen  13.33 
„  1878  ..  1887  ..  7.40  „  1908  „  1912  „  16.72 
„   1888  „  1897    „   8.00 

During  these  forty-five  years  the  minimum  jwice  was  yen  3*88 
per  koku,  in  1872,  and  the  maximum  price  was  yen  20*72  per  koku. 
in  1912. 

Can  the  cultivation  of  paddy  fields  be  organised  as  a  business? 
They  are  now  simply  employment  fields,  that  is,  farmers  employ 
their  time  and  get  a  wage-income,  but  nothing  more.  Cannot 
culture  on  a  large  scale  be  introduced  ?    The  extreme  small-scale 
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culture  or  spade  farming  is  still  the  chief  method  of  rice  culture. 
How  can  improvement  be  introduced  into  this  national  industry 
so  as  to  elevate  it  as  a  business?  Prosperous  rural  economy  de- 
pends much  upon  the  solution  of  such  a  vital  problem.  According 
to  recent  statistics  the  total  number  of  farming  families  was 
5463,969  in  the  year  1915,  while  the  total  area  of  paddy  fields 
was  given  as  2,965,566  cho.  The  average  area  per  family  is  a 
little  over  0*5  cho.  The  total  area  of  upland  farms  is  given  as 
2,893,760  cho,  so  that  the  average  area  per  family  is  also  a  little 
over  0*5  cho.  Both  being  added  together  it  will  make  a  little 
over  one  cho  per  family.  One  cho  of  arable  land,  which  is  equi- 
valent to  about  two  acres  and  a  half,  is  not  sufficient  to  make 
farming  a  prosperous  business.  Consequently  the  farmers  are 
farm  labourers  who  employ  their  time  on  their  own  or  tenanted 
land  in  order  to  earn  wages,  but  they  obtain  no  profits  on  other 
business  undertakings.  This  wage-income  ds  not  enough  to 
support  farmers*  families.  Therefore  subsidiary  occupations  are 
necessary  in  order  to  eke  out  an  existence ;  but,  as  in  France,  as 
there  are  not  many  profitable  industries  in  rural  districts  where 
they  can  employ  their  surplus  time,  the  farmers  migrate  from  the 
rural  communities  to  the  cities  and  industrial  centres.  This  is 
a  vital  national  problem,  which  must  not  be  overlooked.  This 
rural  exodus  is,  however,  not  a  thing  entirely  to  be  regretted  in 
Japan.  It  may  give  a  much-needed  stimulus  to  the  reorganisation 
of  the  rural  communities  and  the  improvement  of  agriculture. 
It  is  hardly  possible  that  this  rural  exodus  will  be  carried  to  such 
an  extent  as  to  leave  arable  lands  uncultivated  or  villages  de- 
serted. On  the  contrary,  we  can  maintain  the  productivity  of 
the  soil,  or  even  make  it  more  productive,  by  reorganising  agri- 
culture, even  though  there  may  be  some  exodus  of  the  rural 
population  to  the  urban  districts.  How  we  shall  accomplish  this 
reorganisation  is  a  grave  question  which  the  people  must  seriously 
consider. 

I  have  shown  above  that  the  average  area  cultivated  by  one 
farmer  family  is  a  little  over  one  cho,  but  a  great  majority  of 
farmers  cultivate  considerably  less  than  one  cho.  In  the  year 
1915  the  following  statistics  were  given  by  the  government 
authorities  : — 

Aroa  cultivated  per  farmer  famUy,  under  0.5  cho  1,000»275  families,  36.64% 


over    0,5  ,•    1.823,895 

.. 

33.36% 

„      1.0  „     1.092,157 

.. 

19.96% 

„      2.0  ..       330,121 

.. 

6.10% 

„      3.0  „        149.367 

*t 

2.74% 

„     5.0  ,,           68.154 

t» 

1-22% 

Total     ...        5,453,969  10aOO% 
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Thus  70  per  cent,  of  the  farmers  cultivate  an  area  less  thwi  one 
cho.  No  rice  industry,  however  intensively  it  may  be  carried  on, 
can  flourish  on  such  a  small  patch  of  ground.  Hence  the  re- 
organisation of  agriculture  in  Japan  so  as  to  increase  the  area  of 
arable  lands  is  most  urgent.  This  can  be  done  by  turning  some 
portions  of  the  forest  lands  into  arable  lands.  The  extent  of  the 
forest  lands  is  three  times  as  large  as  the  arable  lands.  In  1916 
the  total  area  of  all  kinds  of  forests,  namely,  Crown,  State,  Com- 
munal, Temple,  and  private  forests,  was  given  as  18,640,873  cho. 
Perhaps  on  account  of  the  difficulty  of  irrigation  the  newly  re- 
claimed lands  cannot  be  turned  into  paddy  fields.  If  so,  we  could 
here  grow  upland  rice,  or,  more  profitable  still,  raise  stock, 
whether  homed  cattle,  sheep,  or  pigs.  The  income  from  these 
sources  will  greatly  supplement  that  from  the  original  paddy 
fields  on  upland  farms.  Moreover,  manures  are  a  great  asset  to 
the  fanners,  as  they  enable  them  to  keep  up  the  fertility  of  the 
soil.  The  introduction  of  stock  will  naturally  lead  to  the  cultiva- 
tion of  grasses  and  root  crops,  and  hence  more  work-horses,  with 
ploughs,  harrows,  cultivators,  and  other  tools  will  come  into  use. 
The  rice  industry  accompanied  by  the  raising  of  a  small  amount  of 
stock  will  greatly  ameliorate  the  condition  of  the  farmers.  Seri- 
culture, hitherto  known  as  the  great  subsidiary  occupation,  and 
stock-raising,  the  new  subsidiary  occupation,  both  being  united 
in  an  organisation,  will  make  the  rice  industry  a  profitable  busi- 
ness, and  the  farmer's  life  endurable  and  even  happy. 

Shosukb  Sato 

Thb  Hokkaido  Imperial  Univxbsity, 
Sappobo,  Japan. 


An  Analysis  of  the  Increased  Cost  of  Clothing  Materials 
During  the  Period  July,  1914,  to  October,  1918. 

It  is  a  noteworthy  fact  that  during  the  period  July,  1914,  to 
October,  1918,  the  cost  of  clothing  and  clothing  materials  has 
increased  at  least  by  290  per  cent. ,  whereas  the  increase  in  food- 
stuffs generally  has  been  stated  at  129  per  cent. 

Of  the  main  items  constituting  the  family  budget  of  an  artisan, 
clothing  and  clothing  materials  have  risen  more  than  propor- 
tionately to  the  other  items.  In  view  of  the  fact  of  the  general 
accusation  of  profiteering,  there  would  appear  to  be  a  ptimA  facie 
charge  against  cbthing  manufacturers  and  retailers.  It  is  difii- 
cult,  however,  to  substantiate  such  a  charge  owing  to  the  lack  of 
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sufficient  evidence  as  regards  retail  prices  of  clothing  and  clothing 
materials  of  a  standardised  quality. 

In  spite  of  the  lack  of  retail  price  quotations,  it  has  been  possi- 
ble to  trace  the  cost  of  each  process  with  respect  to  woollen  and 
cotton  goods  up  to  the  point  of  manufacture. 

In  discussing  the  problem  it  is  necessary  to  keep  in  mind  the 
fact  that  the  rapid  rise  in  general  prices  is  due  in  part  to  monetary 
causes  and  to  fundamental  economic  changes.  It  is  not  the  pur- 
pose of  this  article  to  deal  with  these  two  causes ;  what  is  aimed 
at  is  to  measure  the  increases  in  the  costs  of  various  processes, 
by  means  of  index  numbers  based  on  actual  market  prices.  On 
the  basis  of  these  numbers  "theoretical  "  or  "expected  "  increases 
in  costs  have  been  calculated  and  these  "expected**  increases 
are  later  compared  with  the  actual  prices  extant  in  October,  1918. 
The  raw  materials  and  semi-manufactured  products  under  con- 
sideration are  "standard**  throughout  the  period. 

It  is  necessary  to  point  out  that  with  regard  to  prices  in  the 
wool  textile  industry,  such  prices  are  "worsted,**  the  reason  for 
this  being  that  the  woollen  manufacturer  is  usually  a  "ccnnposite 
unit,*'  I.e.,  he  takes  the  raw  material  and  turns  out  the  finished 
article.  The  worsted  trade  represents  the  other  extreme  of  in- 
dustrial, organisation,  specialisation  of  processes  being  very  pro- 
nounced. In  worsted  manufacturing  the  following  distinct 
processes  are  well  marked  : — 

1.  Wool  merchanting. 

2.  Top  making  and  combing. 

3.  Yam  spinning. 

4.  Manufacturing. 

6.  Dyeing  and  finishing. 
As  a  consequence  of  this  specialisation  in  processes  the  cost  of 
the  manufacture  of  a  worsted  cloth  can  be  traced  from  stage  to 
stage. 

It  is  possible  to  obtain  prices  for  standard  qualities  of  wool, 
tops,  and  yarns  at  any  time.  The  index  numbers  of  the  average 
four-monthly  prices  are  detailed  below. 

Turning  to  cotton,  the  index  numbers  for  raw  cotton,  cotton 
yarns,  and  cotton  piece  goods  have  been  based  on  market  prices 
as  quoted  in  the  Manchester  Guardian.  It  has  been  possible  to 
get  a  stage  further  in  the  investigation  of  cotton  prices  than  in 
worsted  prices. 

In  Table  I.,  "Index  Numbers  of  English  Wools,**  the  net 
increase  on  July,  1914,  prices  is  117  per  cent.  Three  types 
of  English  wools  are  given,  but  it  was  found  on  a  further  inquiry 
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embracing  thirteen  types  that  the  index  number  was  hardly 
affected  at  all. 

With  regard  to  Colonial  and  British  tops,  there  is  a  net  in- 
crease during  the  period  of  142  per  cent.  This  clearly  does  not 
lead  to  the  assumption  that  any  appreciable  element  of  profiteering 
has  taken  place  in  wool  combing  and  top  making,  especially  when 
the  increases  in  wages  and  standing  charges,  80  per  cent,  and 
10  per  cent,  respectively,  are  taken  into  consideration.  In  com- 
parison, however,  the  index  numbers  for  worsted  yams  show  a 
remarkable  difference.  There  is  an  increase  in  the  period  of 
295  per  cent.  If  the  charge  of  profiteering  is  to  be  justified,  it  is 
here. 

Assuming  that  tops  and  other  material  have  advanced  by 
equal  amounts,  140  percent.,  and  that  raw  materials  account  for 
75  per  cent,  of  the  cost  of  production,  that  wages  account  for 
12*5  per  cent,  and  have  advanced  by  80  per  cent.,  and  that 
standing  charges  accounting  for  12*5  per  cent,  have  advanced  by 
10  per  cent.,  we  get  the  following  expected  increase  in  the  price 
of  yarn  : — 

(140X 6)  +  (80x  l)  +  (10x  l)_n^  o/ 
8  ^* 

On  the  assumption  that  one-sixth  of  the  machinery  be  idle,  the 
standing  charges  would  have  to  be  increased  by  approximately 
20  per  cent.  Consequently  the  final  expected  increase  would  not 
exceed  139  per  cent.  The  difference  between  the  actual  increase 
of  295  per  cent,  and  the  "expected"  increase  of  139  per  cent, 
evidently  requires  some  explanation  to  justify  it.  There  is  no 
doubt  that  spinners  have  availed  themselves  of  every  opportunity 
for  demanding  maximum  prices.  In  the  same  manner  it  is 
possible  to  arrive  at  an  "expected  '  increase  in  the  price  of  cloth. 
Assuming  the  proportionate  value  of  yarn  in  the  cost  of  produc- 
tion as  60  per  cent.,  and  the  price  of  yam  increased  by  295  per 
cent.,  labour,  which  accounts  for  about  20  per  cent,  of  the  cost 
of  production,  has  increased  by  80  per  cent.,  while  standing 
charges,  which  have  increased  by  15  per  cent.,  account  for  20 
per  cent,  of  the  cost  of  production,  we  arrive  at  the  following 
expected  increase  in  the  price  of  cloth  : — 

(295x6)  +  (80x2)-K10x2)_,^^.^  V 
10  ^** 

Taking  the  machinery  idle  as  about  one-fourth  and  the  standing 
charges  to  be  increased  accordingly,  we  get  an  expected  increase 
of  227  per  cent.,  which  would  make  a  July,  1914,  cloth  at  5s. 
now  cost  16s,  4d, 
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Cotton. 

On  the  whole  there  is  a  great  deal  of  similarity  between  cotton 
and  wool  textile  prices.  Just  as  in  wool  prices,  the  indictment 
of  profiteering  would  appear  to  be  most  supportable  in  the  case  of 
the  spinner. 

Percentage  Increases  on  July,  1914,  Prices. 

Jan.,  July,  Jan.,  July,  Jan.,  July,  Jan..  July,  Oct., 

1915.  1915.  1916.  1916.  1917.  1917.  1918.  1918.  1918. 

English  Wool  ...   17  50  59  58    80  106   117  117  117 

Colonial  Wool  ...   13  3  21  41  115  139   139  139  139 

Tops    13  51  65  63  109  106   127  142  142 

Yams   9  62  76  92  131  166   228  241  295 

Raw  Cotton   ...   31  21  17  20    77  200   245  220  256 

Cotton  Yams  ...   26  14  25  29    80  154   270  311  421 

Cotton  aoths  ...   18  14  13  17    51  100   214  254  343 

The  most  striking  feature  of  the  above  table  is  the  difference  of 
the  percentage  increase  between  the  raw  material  and  the  yarn. 

Wool 117      \,-flo/  Cotton      256\    i^^  «, 

Yam 295      /  *^*  ^  Cotton  Yams  ...     421/    *^^ /» 

In  spite  of  the  fact  that  cotton  yarns  have  increased  by  421  per 
cent.,  whereas  worsted  yarns  have  risen  by  295  per  cent.,  the 
relative  increase  from  raw  material  to  yarns  is  greater  in  the 
case  of  worsted  than  cotton. 

The  most  noticeable  feature,  however,  is  the  fact  that  the 
finished  article,  cotton  cloth,  has  actually  increased  less  in  price 
than  the  yarn  :  343  per  cent,  as  against  421  per  cent.  Finally, 
it  would  appear  that  the  rapid  increase  in  the  price  of  clothing 
and  clothing  materials  is  hardly  legitimate,  and  that,  in  the  main, 
a  considerable  element  of  profiteering  is  to  be  found,  particularly 
in  the  intermediate  stage  of  manufacture  (spinning). 

Table  I. — Index  Numbers  of  English  Wools. 
July,  1914,  Price  =  100. 

July,  Nov.,  July,  Nov.,  July,  Nov.,  July,  Nov.,  July,  Oct., 
1914.  1914.  1915.  1915.  1916.  1916.  1917.  1917.  1918.  1918. 
Lincoln  Hogs   ...  100   117   154   154   162   171   208   208   213   213 
South  Down  Ewes  100   114   146   149  149   162   203   203   219   219 
Best  Scotch  Cross- 
bred Hogs   ...  100   120   150   155  164   173   209   209   218   218 

English  Wools   ■ 

average  100   117   150   153   158   169   200   206   217   217 

Table  II. — Index  Numbers  of  Tops,  Worsted  Yams,  Raw  Cotton, 
Cotton  Cloths.    July,  1914,  Price  =  100. 

July,  Nov.,  July,  Nov.,  July,  Nov.,  July,  Nov..  July,    Oct. 
1914.  1914.  1915.  1915.    1910.  1916.  1917.  1917.  191d.   1918. 


Colonial  &  British 


tops 

.     100 

115 

151 

Worsted  yams   .. 

.     100 

105 

162 

Haw  cotton 

.     100 

72 

79 

Cotton  cloths 

.     lUO 

— 

86 

139  163  196  206  206  242  242 

162   157  192  218  266  b04  373  395 

100  120  171  300  334  324  356 

9S  117  141  200  255  354  443 
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Table  III. — Index  Numbers  of  Cotton  Yams* 
July,  1914,  Price  =  100. 


32sCapTwi8t  ... 
60b  Efl^tian  ... 
208  Water  Bundle 

16b  Weft     

All  Yam     


July,    July,    Nov.,   July,   Nov.,   July,    Nov.,    July,    Oct., 
1914.    1915.    1915.    1916.    1916.    1917.    1917.    1918.    1918. 


100 

84 

104 

125 

161 

239 

296 

489 

548 

100 

82 

101 

131 

198 

249 

274 

384 

445 

100 

94 

109 

134 

165 

264 

316 

491 

554 

100 

84 

107 

128 

161 

262 

313 

497 

539 

100 

86 

105 

129 

171 

254 

300 

465 

521 

t. 

A. 

S.  PiRTU 

OFFICIAL  PAPERS. 
Report  of  the  Committee  on  Currency. 

The  Committee  appointed  last  January  to  consider  the  problems 
which  will  arise  in  connection  with  currency  and  the  foj;e\gn  ex- 
changes after  the  war  have  presented  a  first  interim  report 
[Cd.  9182.]  Lord  Cunlifife  is  the  Chairman  of  the  Committee,  and 
the  other  members,  all  of  whom  sign  the  report,  are  : — 

Sir  Charles  Addis,  Hong-kong  and  Shanghai  Banking  Corpora- 
tion ;  the  Hon.  Rupert  Beckett,  Beckett  and  Co. ;  Sir  John  Brad- 
bury, K.C.B.,  Secretary  to  the  Treasury;  Mr.  G.  C.  Cassels, 
Bank  of  Montreal ;  Mr.  Oaspard  Farrer,  Baring  and  Co. ;  the 
Hon.  Herbert  Gibbs,  Antony  Gibbs  and  Sons ;  Mr.  W.  H.  N. 
Goschen,  chairman  of*  the  Clearing  Bankers*  Committee ;  Lord 
Inchcape ;  Mr.  R.  W.  Jeans,  Bank  of  Australasia ;  Professor  A.  C. 
Pigou,  Cambridge  University ;  Mr.  G.  F.  Stewart,  F.S.I.,  ex- 
GoverncHT  of  the  Bank  of  Ireland ;  and  Mr.  William  Wallace, 
Royal  Bank  of  Scotland. 

The  mun  conclusions  of  the  Committee  are  summarised  as 
follows : — 

Before  the  war  the  country  possessed  a  complete  and  effective 
gold  standard.  The  provisions  of  the  Bank  Act,  1844,  operated 
automaticaljy  to  correct  unfavourable  exchanges  and  to  check 
undue  expansions  of  credit. 

During  the  war  the  conditions  necessary  to  the  maintenance 
of  that  standard  have  ceased  to  exist.  The  main  cause  has  been 
the  growth  of  credit  due  to  Government  borrowing  from  the  Bank 
of  England  and  other  banks  tor  war  needs.  The  unlimited  issue 
of  currency  notes  has  been  both  an  inevitable  consequence  and 
a  necessary  condition  of  this  growth  of  credit. 
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In  our  opinion  it  is  imperative  that  after  the  war  the  conditions 
necessary  to  the  maintenance  of  an  effective  gold  standard  should 
be  restored  without  delay.  Unless  the  machinery  which  long 
experience  has  shown  to  be  the  only  effective  remedy  for  an 
adverse  balance  of  trade  and  an  undue  growth  of  credit  is  once 
more  brought  into  play,  there  will  be  grave  danger  of  a  progressive 
credit  expansion  which  will  result  in  a  foreign  drain  of  gold 
menacing  the  convertibility  of  our  note  issue  and  so  jeopardising 
the  international  trade  position  of  the  country. 

The  pre-requisites  for  the  restoration  of  an  effective  gold 
standard  are  : — 

(a)  The  cessation  of  Government  borrowing  as  soon  as  possible 
after  the  war.  We  recommend  that  at  the  earliest  possible 
moment  an  adequate  sinking  fund  should  be  provided  out 
of  revenue,  so  that  there  may  be  a  regular  annual  reduc- 
tion of  capital  liabilities,  more  especially  those  which  con- 
stitute the  floating  debt. 

(b)  The  recognised  machinery,  namely,  the  raising  and  making 
effective  of  the  Bank  of  England  discount  rate,  which  before 
the  war  operated  to  check  a  foreign  drain  of  gold  and  the 
speculative  expansion  of  credit  in  this  country,  must  be 
kept  in  working  order.  This  necessity  cannot,  and  should 
not,  be  evaded  by  any  attempt  to  continue  differential  rates 
for  home  and  foreign  money  after  the  war. 

(c)  The  issue  of  fiduciary  notes  should,  as  soon  as  practicable, 

once  more  be  limited  by  law,  and  the  present  arrangements 
under  which  deposits  at  the  Bank  of  England  may  be  ex- 
changed for  legal  tender  currency  without  affecting  the 
reserve  of  the  banking  department  should  be  terminated 
at  the  earliest  possible  moment.  Subject  to  transitional 
arrangements  as  regards  currency  notes  and  to  any  special 
arrangements  in  regard  to  Scotland  and  Ireland  which  we 
may  have  to  propose  when  we  come  to  deal  with  the  ques- 
timis  affecting  those  parts  of  the  United  Kingdom,  we 
recommend  that  the  note  issue  (except  as  regards  existing 
private  issues)  should  be  entirely  in  the  hands  of  the  Bank 
of  England.  The  notes  should  be  payable  in  London  only 
and  should  be  legal  tender  throughout  the  United 
Kingdom. 

Control  op  Note  Issue. 

As  regards  the  control  of  the  note  issue,  we  make  the  following 
observations  : — 
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(1)  While  the  obligation  to  pay  both  Bank  of  England  notes 

and  currency  notes  in  gold  on  demand  should  be  main- 
tained, it  is  not  necessary  or  desirable  that  there  should  be 
any  early  resumption  of  the  internal  circulation  of  gold 
coin. 

(2)  While  the  import  of  gold  should  be  free  from  all  restric- 
tions, it  is  convenient  that  the  Bank  of  England  should 
have  cognisance  of  all  gold  exports,  and  we  recommend 
that  the  export  of  gold  coin  or  bullion  should  be  subject 
to  the  condition  that  such  coin  and  bullion  has  been  ob- 
tained from  the  Bank  for  the  purpose.  The  Bank  should 
be  under  obligation  to  supply  gold  for  export  in  exchange 
for  its  notes. 

(3)  In  view  of  the  withdrawal  of  gold  from  circulation,  we 
recommend  that  the  gold  reserves  of  the  country  should 
be  held  by  one  central  institution,  and  that  all  banks  should 
transfer  any  gold  now  held  by  them  to  the  Bank  of 
England. 

Having  carefully  considered  the  various  proposals  placed  before 
us  as  regards  the  basis  of  the  fiduciary  note  issue,  we  recommend 
that  the  principle  of  the  Bank  Charter  Act,  1844,  should  be  main- 
tained— namely,  that  there  should  be  a  fixed  fiduciary  issue  be- 
yond which  notes  should  only  be  issued  in  exchange  for  gold.  The 
separation  of  the  Issue  and  Banking  Departments  of  the  Bank 
of  England  should  be  maintained,  and  the  Weekly  Beturn  should 
continue  to  be  published  in  its  present  form. 

We  recommend,  however,  that  provision  for  an  emergency  be 
made  by  the  continuance  in  force,  subject  to  stringent  safeguards 
(recommended  in  the  body  of  the  report),  of  section  3  of  the  Cur- 
rency and  Bank  Notes  Act,  1914,  under  which  the  Bank  of  Eng- 
land may,  with  the  consent  of  the  Treasury,  temporarily  issue 
notes  in  excess  of  the  legal  limit. 

We  advocate  the  publication  by  the  banks  of  a  monthly  state- 
ment in  a  prescribed  form. 

We  have  come  to  the  conclusion  that  it  is  not  practicable  to 
fix  any  precise  figure  for  the  fiduciary  note  issue  immediately  after 
the  war. 

We  think  it  desirable,  therefore,  to  fix  the  amount  which 
should  be  aimed  at  as  the  central  gold  reserve,  leaving  the  fiduciary 
issue  to  be  settled  ultimately  at  such  amount  as  can  be  kept  in 
circulation  without  causing  the  central  gold  reserve  to  fall  below 
the  amount  so  fixed.  We  recommend  that  the  normal  minimum 
of  the  central  gold  reserve  to  be  aimed  at  should  be,  in  the  first 
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instance,  £160,000,000.  Until  this  amount  has  been  reached 
and  maintained  concurrently  with  a  satisfactory  foreign  exchange 
position  for  at  least  a  year,  the  policy  of  cautiously  reducing  the 
uncovered  note  issue  should  be  followed.  When  reductions  have 
been  eflfected,  the  actual  maximum  fiduciary  circulation  in  any 
year  should  become  the  legal  maximum  for  the  following  year, 
subject  only  to  the  emergency  arrangements  previously  recom- 
mended. When  the  exchanges  are  working  normally  on  the  basis 
of  a  minimum  reserve  of  £160,000,000,  the  position  should  again 
be  reviewed  in  the  light  of  the  dimensions  of  the  fiduciary  issue 
as  it  then  exists. 

We  do  not  recommend  the  transfer  of  the  existing  currency 
note  issue  to  the  Bank  of  England  until  the  future  dimensions  of 
the  fiduciary  issue  have  been  ascertained.  During  the  transitional 
period  the  issue  should  remain  a  Oovemment  issue,  but  new 
notes  should  be  issued,  not  against  Government  securities,  but 
against  Bank  of  England  notes,  and,  furthermore,  when  oppor- 
tunity arises  for  providing  cover  for  existing  uncovered  notes, 
Bank  of  England  notes  should  be  used  for  this  purpose  also.  De- 
mands for  new  ciurency  would  then  fall  in  the  normal  way  on  the 
banking  department  of  the  Bank  of  England. 

When  the  fiduciary  portion  of  the  issue  has  been  reduced  to 
an  amount  which  experience  shows  to  be  ccmsistent  with  the  main- 
tenance of  a  central  gold  reserve  of  £160,000,000,  the  outstanding 
currency  notes  should  be  retired  and  replaced  by  Bank  of  England 
notes  of  low  denomination. 


Other  Official  Papbbs. 

Report  of  the   Working  Glaaaea  Cost  of  Living  Committee,   1918. 
[Cd.  8980.] 

By  way  of  family  budgets  it  is  estimated  that  the  general  average 
rise  in  expenditure  is  74  per  cent,  from  July,  1914,  to  July,  1918, 
and  that  the  increase  over  July,  1914,  was  in  September  nearly 
80  per  cent.  There  are  counter-balancing  factors  which  do  not 
admit  of  statistical  measurement. 

Report    of    the    Treasury    Committee    on    Bank    Amalgamations, 
[Cd.  9052.] 

The  new  type  of  amalgamation,  union  of  one  large  joint  stock 
bank  with  another  similar  bank,  presents  dangers  of  reduced  com- 
petition, and  even  of  a  money  trust,  which  justify  some  measure 
of  Government  control. 
No.  112. — VOL.  xxvni.  i  i 
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Annual  Report  of  the  Chief  Inspector  of  Factories  and  Workshops 
for  the  Year  1917.     [Cd.  9108.]  , 

There  are  included  reports  on  hours  of  work  (becoming  shortened 
with  good  effect)  by  G.  Bellhouse;  on  the  substitution  of  women 
and  girls  in  industry  by  Miss  Anderson  (exhibiting  the  funda- 
mental contrast — ^hidden  by  pre-war  conventional  views — between 
occupations  that  can  be  and  may  have  to  be  permanent  for  women, 
and  those  that  are  preferably  only  temporary);  on  doping  in  air- 
craft (an  unhealthy  process),  by  W.  S.  Smith;  and  on  trinitrotoluene 
poisoning,  by  Mr.  T.  M.  Legge. 

Fifty 'fourth  Annual  Report  of  the  Registrar-General  for  Ireland.  .  .  . 
Marriages,  Births,  and  Deaths  during  the  Year  1917. 
[Cd.  9128.] 

The  marriage-rate,  the  birth-rate,  and  the  death-rate  are  each 
below  the  corresponding  average  for  the  preceding  decennium.  The 
birth-rate,  19*9  per  1,000,  is  the  lowest  recorded  for  Ireland.  The 
number  of  births  was  86,870,  among  which  there  were  10,001  twin- 
births  and  ten  triplets. 

Report  of  the    Departmental  Committee  for    Inquiring  into  the 

Principles  which  should  Determine  the  Fixing  of  Salaries  for 

Teachers  in   Secondary  and   Technical  Schools   {other  than 

University  Institutions),  [Cd.  9140.]    Summaries  of  Evidence, 
[Cd.  9168.] 

Amono  other  important  conclusions  may  be  noticed  that  which 
relates  to  the  payment  of  lower  salaries  to  women  than  to  men 
teachers.  It  is  pointed  out  that  hitherto  occupations  other  than 
teaching  have  been  more  open  to  men  than  to  women.  Also, 
**  whereas  both  men  and  women  usually  contemplate  marriage  and 
the  responsibility  for  a  family,  this  represents  a  financial  liability 
for  a  man  which  does  not  fall  upon  a  woman.  .  .  .  The  result  is  that 
a  salary  which  will  attract  a  woman  will  not  necessarily  attract  a 
man  of  similar  qualifications.  The  case  of  a  man  teacher  who 
remains  unmarried  **  may  create  a  sense  of  hardship.  .  .  .  But  until 
the  State  deliberately  endows  marriage  or  paternity,  it  is  imprac- 
ticable for  such  a  policy  to  be  introduced  in  a  single  service." 


War  Prices  in  the  United  States. 

Before  the  war  the  Federal  Bureau  of  Labour  Statistics  was 
the  chief  official  purveyor  of  prices  and  index  numbers  in  the 
United  States.  This  Bureau  has  continued  to  compile  its  widely- 
known  series  of  wholesale  and  retail  prices,  and  administrative 
exigencies  have  led  to  the  organisation  of  two  new  agencies  to 
deal  with  special  price  data. 
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Shortly  after  the  Food  Administration  was  created  it  set  up  a 
Statistical  Division  under  the  charge  of  Dr.  Baymond  Pearl,  a 
distinguished  statistical  biologist.  Among  the  duties  assigned  to 
this  division  was  the  collection  of  retail  and  wholesale  prices  of 
staple  foodstuffs,  and  a  few  articles  largely  used  in  the  produc- 
tion of  foods,  such  as  binder  twine.  The  weekly  reports  on  these 
subjects  have  been  confidential^  designed  for  the  guidance  of  the 
officials  in  charge  of  the  various  commodity  sections  into  which 
the  Food  Administration  is  divided.  But  the  Statistical  Division 
has  issued  occasional  statements  for  the  benefit  of  the  general 
public — ^notably  one  statement  which  argued  that  the  average 
increase  in  the  country's  bill  for  foodstiiffs  has  been  much  less 
than  the  Bureau  of  Labour  Statistics'  figures  show. 

Scientifically  the  most  interesting  of  Dr.  Pearl's  published 
reports  is  a  bulletin  entitled  "General  Index  Numbers  of  Food 
Prices  on  a  Nutritive  Value  Base."  There  are  two  of  these  index 
numbers,  one  made  from  the  producer's  prices  of  twenty  staple 
foods,  as  shown  in  the  monthly  crop  reports  of  the  Department 
of  Agriculture ;  the  second,  made  from  the  wholesale  market  i»dces 
of  twenty-six  foods  compiled  by  the  Food  Administration  itself. 
The  distinguishing  characteristic  of  both  series  is  that  each  quoted 
commodity  price  is  weighted  "  in  proportion  to  the  food  value,  ex- 
pressed in  calories,  of  the  average  production  of  that  commodity 
in  the  three  years  preceding  the  war."  When  the  "absolute" 
index  numbers  made  in  this  fashion  are  turned  into  relatives  with 
the  1911-1913  averages  as  lOO,  it  appears  that  the  increase  in  price 
received  by  wholesale  dealers  has  been  distinctly  less  than  the  in- 
crease received  by  farmers.  In  May,  1918,  the  wholesale  price 
index  was  179,  while  the  producer's  price  index  was  218.  Further, 
"the  general  level  of  wholesale  prices  of  foods  [in  May]  is  fourteen 
points  lower  than  it  was  a  year  ago,  when  the  work  of  the  United 
States  Food  Administration  began,"  while  producer's  prices  are 
two  points  higher  than  in  May,  1917.  **  We  see,"  Dr.  Pearl  con- 
cludes, "in  the  history  of  producers'  and  wholesale  prices  during 
the  past  year  an  occurrence  which  would,  in  normal  times,  be 
regarded  as  an  economic  miracle.  The  wholesale  prices  of  food- 
stuffs have  been  significantly  lowered  while  the  price  level  for  the 
basic  food  raw  materials  on  the  farm  was  going  higher.  This 
result  has  been  accomplished  by  the  elimination  to  a  very  large 
degree  of  wasteful  practices  and  profiteering  in  the  food  distribut- 
ing and  manufacturing  industries.  The  net  result  shows  with 
great  clearness  one  phase  of  the  economic  benefit  which  the  con- 
sumer has  derived  from  the  activities  of  the  Food  AdministratioA, 
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without  economic  detriment  to  the  farmer."  As  may  be  judged 
from  these  conclusions,  the  bulletin  is  of  lively  interest  to  econo- 
mists as  well  as  statisticians. 

In  April,  1918,  Mr.  Edwin  F.  Gay,  Director  of  the  Division  of 
Planning  and  Statistics,  organised  a  Price  Section,  which,  after 
a  brief  connection  with  the  Shipping  Board,  was  transferred  to 
the  War  Industries  Board.  This  Section  is  primarily  a  "service 
bureau,"  that  is,  it  does  special  jobs  for  other  Government  agen- 
cies. The  Shipping  Board  in  its  effort  to  transfer  tonnage  from 
commercial  to  military  use,  the  War  Trade  Board  in  its  exports- 
conservation  work,  the  War  Industries  Board  in  exercising  control 
over  raw  materials  and  manufacturing  processes,  the  Tariff  Com- 
mission and  other  bureaux  that  share  in  the  complicated  task  of 
reorganising  the  country's  business,  call  upon  this  Section  when 
they  need  information  about  prices.  The  articles  concerning  which 
they  inquire  are  frequently  articles  included  in  no  index  number — 
for  example,  casein,  imported  cigarette  paper,  light  Mexican  crude 
oil,  burlap,  and  snuff.  Further,  they  often  require  not  one  or  two 
representative  sets  of  quotations  but  a  more  or  less  exhaustive  list. 
The  bulletin  prepared  by  the  Price  Section  on  rag  prices,  for  in- 
stance, quotes  eight  standard  kinds  of  rags  monthly  since  1913, 
and  gives  current  figures  on  a  list  of  thirty-seven  varieties.  As  a 
result  of  its  efforts  to  meet  such  demands,  the  Price,  Section  is 
accumulating  a  large  and  most  miscellaneous  body  of  price  quota- 
tions. 

The  most  regular  customer  of  the  Price  Section  is  the  Price 
Fixing  Committee  of  the  War  Industries  Board.  In  the  perform- 
ance of  its  complicated  and  responsible  duty  this  Committee  draws 
upcHi  the  administrative  officials  of  the  Commodity  Sections  of  the 
War  Industries  Board  for  technical  advice,  upon  the  Federal  Trade 
CiMnmission  for  cost  studies,  and  upon  the  Price  Section  for 
market  quotations  running  back  to  1913.  The  articles  on  which 
the  Price  Section  has  made  special  reports  to  the  Price  Fixing 
Committee  range  from  great  staples  like  cattle  hides  and  yellow 
pine  lumber  to  specialities  like  fluor-spar,  mohair,  formaldehyde, 
and  chestnut  extract. 

While  administrative  calls  for  data  take  priority  over  other 
work,  the  Price  Section  endeavours  so  far  as  it  can  to  make 
systematic  studies.  Its  chief  accomplishment  in  this  direction 
has  been  the  preparation  of  a  Book  of  Price  Charts,  including 
about  90  staple  commodities  and  a  few  index  numbers  borrowed 
from  the  Bureau  of  Labour  Statistics.  The  charts  are  reproduced 
upon  translucent  paper  and  so  arranged  that  one  may  be  laid  upon 
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another  for  purposes  of  comparing  the  fluctuations  of  any  two  or 
three  commodities.  In  addition,  the  Section  is  making  careful 
comparisons  between  the  fluctuations  of  prices  in  different  coun- 
tries. The  EngUsh-American  comparison,  based  upon  identical 
Usts  of  commodities  in  the  two  countries,  has  been  carried  far 
enough  to  justify  the  statement  that  the  price  level  has  risen  since 
1913-14  distinctly  more  in  England  than  in  the  United  States. 
Other  studies  under  way  or  in  prospect  are  concerned  with  those 
commodities  whose  prices  have  been  and  others  whose  prices  have 
not  been  officially  fixed,  with  the  rise  of  prices  in  the  United  States 
during  the  present  and  the  Civil  War,  etc.  Finally,  the  Price 
Section  is  working  upon  a  classification  of  conmiodities  in  all  im- 
portant branches  of  business  with  th^  aim  of  ultimately  providing 
a  comprehensive  exhibit  of  the  price  phenomena  that  have  accom- 
panied the  great  upheaval. 

As  yet,  none  of  the  materials  compiled  by  the  Price  Section 
have  been  published.  As  we  approach  the  period  of  reconstruc- 
tion, however,  it  seems  probable  that  information  concerning  price 
changes  will  become  a  matter  of  pressing  interest  to  large  circles. 
There  is  therefore  ground  for  hoping  that  the  permanently  valuable 
part  of  the  data,  including  significant  summaries  of  the  general 
trend,  may  be  made  accessible  to  all  economists. 

Wesley  C.  Mitchell 


Extracts  from  German  Periodicals  Relating  to 
Reconstruction. 

Continuing  his  series  of  articles  on  German  financial  reform 
in  Plutus  (Sept.  11,  25)  Georg  Bernhard  discusses  the  proposal 
for  an  extraordinary  levy  on  capital  (Vertnogensabgabe).  He 
notes  that  the  levy  is  advocated  both  by  representatives  of  the 
working  classes,  and  by  manufacturers,  bankers,  and  business  men 
in  the  highest  tax-paying  group.  The  Socialist  championship  of 
the  levy  is  based  on  the  popular  principle  ;  those  able  to  pay  taxes, 
i.e„  the  rich,  ought  to  pay.  It  is  the  same  principle  which  for 
years  has  induced  Social  Democrats  to  support  direct  taxation  and 
taxes  on  capital.  On  the  other  hand  the  rich,  who  in  normal  times 
have  never  shown  any  enthusiasm  for  direct  taxation  and  especially 
for  taxes  on  property,  are  in  favour  of  as  large  a  levy  as  possible  on 
capital  precisely  owing  to  their  disinclination  towards  direct  taxa- 
tion. They  recognise  clearly  that  in  view  of  the  extraordinary 
financial  requirements  of  the  country  any  future  scheme  of  finan- 
cial reform  must  make  large  demands  on  the  richer  classes,  and 
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they  prefer  a  levy  on  capital,  large  though  it  may  be,  to  permanent 
taxation  and  to  a  permanent  greatly  increased  income-tax. 

The  classical  objections  to  the  taxation  of  capital  are  not  de- 
cisive. True,  the  reasons  advanced  by  taxation  theorists  against 
actual  taxation  of  capital  which  have  been  considered  valid  in  the 
past  still  hold  good  to-day.  The  State  has  to  rely  on  a  permanent 
imposition  of  taxes,  and  it  is  a  fundamental  error  to  impose  a  tax 
which,  if  logically  appUed,  will,  in  the  course  of  time,  destroy  the 
source  from  which  a  permanent  revenue  is  desired.  But  all  taxa- 
tion theorists  admit  that  the  objections  to  a  tax  on  capital  must  be 
waived  when  the  State  is  in  danger.  Then  it  becomes  urgently 
necessary  to  bleed  fortunes,  and  especially  large  fortunes.  Such 
an  urgent  necessity  most  certainly  exists  in  the  present  position 
of  the  German  Empire. 

Another  objection  to  the  levy  on  capital  which  has  been  put 
forward  is  the  technical  impracticability  of  carrying  it  out.  Diffi- 
culties there  will  be,  though  they  will,  of  course,  be  least  in  the 
case  of  capital  in  cash,  Stock  Exchange  securities,  etc.,  i.e., 
"mobile"  capital.  But  even  then  the  difficulty  would  arise  that, 
when  capital  is  invested  in  securities,  a  dislocation  of  the  secu- 
rity market  might  ensue  when  large  numbers  of  securities  were 
suddenly  thrown  upon  it  owing  to  the  compulsory  payment  of  the 
levy.  But  given  the  necessity  of  avoiding  such  a  state  of  affairs 
this  does  not  connote  the  impracticability  of  carrying  out  the  levy, 
but  means  that  steps  must  be  taken  to  make  it  possible  to  pay 
the  levy  otherwise  than  in  cash.  It  is  obvious  that  it  will  not  be 
sufficient  to  declare  a  definite  sum  as  the  amount  of  the  capital 
upon  which  the  levy  is  to  be  made,  but  a  detailed  statement  will 
be  required  giving  the  fullest  information  as  to  the  capital  and  its 
investment,  which,  in  the  case  of  "mobile"  capital,  the  State 
might  receive  in  payment  securities  selected  by  the  taxpayer. 

The  simplest  way  of  making  the  levy  would  be  the  surrender 
of  war  loan  stock.  The  State  would  find  this  very  much  to  its 
advantage  inasmuch  as  this  stock  represents  a  large  amount  of  in- 
debtedness, and,  if  it  guaranteed  that  the  stock  should  be  reckoned 
at  par  value,  most  holders  of  loan  stock  would  be  willing  enough 
to  pay  the  levy  on  capital  by  its  surrender.  The  State  would 
simply  delete  a  sum  corresponding  to  the  stock  surrendered  from 
its  debit  account.  Matters  would  not  be  quite  so  simple  in  the 
case  of  other  securities.  In  all  probability  the  State  would  not  only 
receive  in  payment  a  number  of  diverse  securities,  but  every  tax- 
payer would  probably  try  to  unload  securities  with  which  he  might 
desire  to  part.    The  State  would  have  to  reckon  with  being  paid 
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to  a  considerable  extent  in  securities  which  their  possessor  found 
it  difficult  to  realise.  The  State  would  find  it  difficult  at  once  to 
resell  the  securities,  and  in  many  cases  the  banks  would  only  have 
been  able  to  offer  unfavourable  prices,  not  only  because  they  might 
deem  the  moment  suitable  for  dealing  in  securities  at  specially 
low  prices,  but  because,  if  the  State  desired  a  speedy  sale  of  these, 
the  very  conditions  might  be  engendered  which  it  was  desired 
to  avoid.  This  general  impulse  to  sell  securities  would  result 
in  a  slump  in  the  prices  of  all  secmities  offered.  Accordingly,  the 
State  would  have  to  proceed  very  slowly  with  the  Uquidation  of 
the  securities  handed  over  to  it.  This  would  probably  necessitate 
the  establishment  of  an  Imperial  Bank  for  the  realisation  of  secu- 
rities (Beichsverwertungsbank)  to  which  the  Imperial  Auth<mties 
would  transfer  all  the  securities  they  received.  The  author  pro- 
ceeds to  show  at  length,  with  reference  to  German  institutions, 
that  it  would  not  be  impracticable  to  deal  with  the  securities 
levied. 

Continuing  in  Plutus  (October  9th)  Bemhard  discusses  pay- 
ment of  a  levy  by  annual  instalments.  Ee  fears  that  the  annual 
instalments  to  be  levied  on  capital  might  become  a  permanent 
institution,  and  would  accordingly  take  the  shape  of  a  recurring 
tax  on  capital.  When  once  a  sum  thus  raised  has  found 
its  way  into  the  annual  budget,  future  Imperial  Finance 
Ministers  will  have  no  desire  to  dispense  with  it ;  and  long  years 
of  experience  have  shown  Germans  that  even  taxes  which  are 
econcHnically  injurious  in  their  effects,  although  shown  to  be  un- 
tenable, are  never  rescinded. 

It  has  been  proposed  as  a  via  media  that  it  should  be  per- 
missible to  pay  the  levy  either  by  instalments  or  in  a  lump  sum. 
Those  who  favour  this  suggestion  start  with  the  assumption  that 
the  latter  method  of  pajrment  may  encounter  difficulties.  There 
may,  of  course,  be  cases  in  which  a  single  payment  might  prove 
difficult,  but  such  cases  would  be  extremely  rare,  and  must  be 
treated  as  exceptional,  and  under  no  circumstances  should  the 
taxpayer  be  given  the  option  between  paying  a  lump  sum  and  by 
instalments,  for  in  the  latter  case  the  complications  would  not  be 
diminished  but  increased.  If  the  payments  of  the  levy  were  to  be 
extended  over  ten  years,  it  would,  in  many  cases,  be  probable  that 
the  financial  position  of  a  taxpayer  would  change  considerably  to 
his  disadvantage,  quite  apart  from  the  fact  that  he  would  frequently 
attempt  to  lessen  his  liabiUty  to  pay  taxes,  and  endless  protests 
and  actions  at  law  would  ensue. 

The  Weser  Zeitung  (Sept.  23rd)  contains  a  review  of  a  book  by 


Digitized  by 


Google 


466  THE    BOONOMIO    J0X7BNAL  [DBC. 

Dr.  GroBsmann,  lecturer  at  the  UHiversity  of  Berlin,  entitled 
Der  Handelsboycott  gegen  Deutschland  in  franzosischer  Beleuch- 
lung  (French  views  of  the  commercial  boycott  of  Germany — 
Nos.  5  and  6  of  the  series  of  wcM-ks  on  "Wholesale  Trade  and  the 
German  Economic  System,"  issued  by  the  Central  Association  of 
German  Wholesale  Trade.  Berlin  :  Published  by  Beimar  Robbing. 
Mk.1.20).  Dr.  Grossmann  commences  by  enumerating  the  Resolu- 
tions of  the  Paris  Economic  Conferencje,  and  points  out  several  con- 
tradictions inherent  ifn  them.  He  claims  that  the  ad^vocates  of  pro- 
tection in  England  as  well  as  most  of  the  English  Chambers  of  Com- 
merce favour  a  policy  aimed  at  the  economic  exclusion  of  Germany 
after  the  war.  He  then  goes  on  to  discuss  the  question  wliether 
Germany  should  adopt  a  similar  policy  of  exclusion  or  should 
merely  regard  the  Paris  resolutions  as  the  outcome  of  a  state  of 
panic  existing  when  they  were  passed.  He  stigmatises  as  most 
objectionable  the  purely  conmiercial  point  of  view  that  trade  in 
manufactured  articles  invariably  betokens  a  disadvantage  to  im- 
port trade,  explaining  his  meaning  by  asserting  that  the  develop- 
ment of  German  industries  during  the  war  affords  Germany  a 
sound  guarantee  against  the  paper  resolutions  of  the  Paris  Con- 
ference. He  quotes  freely  from  the  utterances  of  the  well-known 
French  economist,  M.  Gide,  who  has  always  held  himself  aloof 
from  Chauvinism.  M.  Gide  has  asserted  that  the  economic  life 
of  Germany  cannot  be  dispensed  with  permanently  by  the  Entente 
Powers  and  has  practically  admitted  that  "there  is  only  one  way 
to  destroy  the  economic  predominance  of  Germany  and  that  is  to 
do  the  same  as  the  Germans,  and  where  possible  to  do  even  better." 
Dr.  Grossmann  quotes  M.  Gide  as  having  said  :  "Those  who  desire 
an  economic  war  ought  rather  to  attempt  to  open  up  the  Central 
European  market,  and,  should  the  war  result  in  their  being  able 
to  exact  conditions,  that  would  seem  the  first  condition  they  should 
demand.  From  the  standpoint  of  the  economic  or  even  the  in- 
tellectual development  of  France,  it  is  impossible  to  admit  that 
we  can  be  shut  off  from  Central  Europe  by  a  wall  without  doors 
or  windows  against  which  France  will  always  remain  leaning. 
But  it  is  quite  impossible  to  make  an  opening  from  one  side  of  the 
^  wall  without  leaving  it  open  from  the  other  side."  In  conclusion, 
Dr.  Grossmann  claims  that  the  idea  of  an  economic  war  even  in 
Entente  countries  is  by  degrees  becoming  recognised  as  an  eco- 
nomic hallucination.  He  considers  that  even  in  the  transition 
period  German  trade  wiU  be  able  to  count  upon  this  fact ;  with  this 
view  the  reviewer  finds  himself  unable  to  agree  without  further 
ado.    In  any  case  it  would  be  a  mistake,  he  considers,  for  Ger- 
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many  not  to  make  prepaiations  to  guard  against  an  economic 
oflfensive  by  her  enemies. 

An  article  in  Der  Welthandel  (Oct.  12th)  discusses  the  pros- 
pects of  the  German  economic  system  in  the  event  of  peace  being 
concluded  on  the  Unes  of  President  Wilson's  proposals.  The  panic 
on  the  Berlin  Stock  Exchange  has  induced  a  feeUng  of  pessimism, 
but  the  sharp  fall  in  prices  was  not,  the  article  claims,  occasioned 
by  any  fears  as  to  Germany's  economic  future,  but  was  largely  due 
to  a  reaction  consequent  upon  the  exaggerated  prices  which  have 
obtained  for  so  long.  It  would  be  idle  to  deny  that  the  peace  on 
President  Wilson's  terms  will  bring  about  momentous  changes  in 
the  structure  of  Germany's  economic  system,  but  the  production 
and  labour  of  a  nation  like  Germany  cannot  be  dispensed  with  by 
other  nations,  especially  at  a  time  when  a  shortage  of  goods  and 
manufactured  articles  will  prevail  everywhere.  Coal  and  iron,  the 
main  props  of  every  vigorous  industry,  are  found  in  abundance  in 
Germany,  and  the  war  has  caused  the  importance  of  lignite  and 
its  by-products  to  win  more  general  recognition.  Germany's  zinc 
resources  enable  her  to  employ  this  valuable  metal  as  a  substitute 
for  copper  and  other  metals,  while  other  nations  cannot  dispense 
with  the  high  scientific  standing  of  German  chemists  and  engi- 
neers. If  the  dreams  of  many  industrialists  as  to  a  westward 
extension  of  Germany's  iron  deposits  are  doomed  to  disappoint- 
ment, she  has  ample  supplies  of  her  own,  and  will  also  have  at 
her  disposal  Kusso-Caucasian  ores,  quite  apart  from  those  of 
Sweden  and  Spain. 
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Fifteen  years  have  now  elapsed  since  we  announced  the  in- 
stitution at  Oxford  of  a  Diploma  in  Economics  (Economic  Jour- 
nal, Vol.  Xni.,  p.  278).  The  seed  which  was  sown  in  1903 
has  germinated ;  as  we  judge  from  the  recent  report  of  the  Com- 
mittee for  Economics  and  Political  Science.  In  the  fourteen 
years  1905-18  inclusive  231  candidates  have  presented  themselves 
for  examination,  96  have  been  adjudged  worthy  of  distinction 
and  99  have  satisfied  the  examiners.  Of  this  total  of  195  who 
have  obtained  the  Diploma  176  have  been  men  and  19  women. 
Of  28  post-graduate  male  candidates  who  have  been  successful  in 
gaining  the  Diploma  22  (including  one  Master  and  21  Bachelors) 
have  secured  Distinction.  A  Doctor  of  Laws  of  the  University  of 
Athens,  a  Bachelier-fes-Lettres  of  Paris,  a  Surveyor  of  Taxes  at 
Oxford,  26  working-men  from  Buskin  College,  and  20  Bhodes 
Scholars  have  been  placed  in  this  category!  Students  who  have 
received  the  Oxford  Diploma  have  subsequently  been  appointed 
to  professorial  and  teaching  posts  in  the  Universities  and  to  ad- 
ministrative and  other  positions  in  the  public  services  of  this  and 
other  countries.  Among  such  may  be  mentioned  the  Chairman  of 
the  War  Trade  Intelligence  Department  in  London,  the  Principal 
of  Buskin  (College,  Oxford,  Professors  of  Public  Administration, 
Economics  and  Commerce  at  the  Universities  of  Bristol,  Kansas 
in  the  United  States,  and  Dalhousie  in  Nova  Scotia,  and  the 
Director  of  Tutorial  Classes  in  Australia.  Seven  at  least,  by  the 
publication  of  independent  treatises  of  their  own,  or  by  the  con- 
tribution of  important  sections  to  books,  or  elaborate  articles  to 
journals  edited  by  others,  have  shown  that  their  zeal  for  and  com- 
petence in  the  subjects  studied  for  the  Diploma  here  has  after- 
wards been  recognised  and  maintained.  Some  have  pursued  sub- 
sequently successful  courses  for  the  Oxford  Besearch  degrees. 
With  reference  to  the  problems  of  "reconstruction"  it  is  justly 
observed  that  many  complex  affairs  and  hard  problems  require 
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for  full  survey  and  firm  grasp  more  than  the  "little  knowledge" 
that  is  proverbially  "dangerous";  that  a  trained  competent 
acquaintance  with  Economics  and  Political  Science  is  indispens- 
able both  as  stimulus  and  warning.  In  conclusion  we  read  that 
since  its  foundation  the  institution  has  not  received  any  grant  from 
University  funds.  A  sentence  which  we  quoted  in  1903  from  a 
leading  article  of  the  Times  seems  still  appropriate  :  "Perhaps  the 
Rhodes  Trustees  will  discover  that  they  have  power  to  come  to  the 
rescue.  Perhaps  some  enlightened  millionaire  will  find  the  bare 
minimum  of  working  expenses — say  JB200  to  £300  a  year." 


Professor  C.  H.  Oldham,  whose  articles  in  the  Economic 
Journal  for  June,  1917,  on  Industrial  Ireland  under  Free  Trade, 
and  for  June,  1918,  on  Changes  in  Irish  Exports  during  Twelve 
Years,  will  have  been  noticed  by  our  readers,  has  resigned  the 
Chair  of  CJommerce  at  University  College,  Dublin,  on  his  appoint- 
ment to  the  Chair  of  National  Economics  of  Ireland.  This  Chair 
had  been  rendered  vacant  by  the  death  at  the  front  in  1916  of 
the  brilliant  and  heroic  Lieutenant  T.  M.  Kettle.  Professor  Old- 
ham had  discharged  the  duties  of  both  chairs  since  1915,  His 
successor  in  the  Chair  of  Commerce  is  Professor  B.  F.  Shields,  of 
Galway  University  College. 


Our  ccRTespondent  Professor  Achille  Loria  writes  as 
follows:  "With  the  death  of  Giuseppe  Tonivlo,  at  Pisa, 
on  the  7th  of  October  of  this  year,  at  the  age  of 
73,  we  have  lost  not  only  the  eloquent  and  learned 
professor  of  poUtical  economy  at  that  university,  but  an  eminent 
scholar,  who  had  devoted  himself,  during  forty  years,  to  the 
triumph  of  those  ideas  of  which  he  was  in  Italy  the  most  con- 
vinced and  illustrious  defender.  After  entering  the  scientific 
arena  with  a  short  but  considered  essay  On  the  Distribution  of 
Wealth  (1878),  he  later  gave  to  science  a  more  important  con- 
tribution in  his  excellent  book  On  the  Underlying  Causes  of  the 
Economic  Power  of  Florence  (1882),  in  which  he  demonstrated 
in  a  definitive  manner  that  the  historic  struggle  between  the 
Guelphs  and  the  Ghibellins  was  essentially  a  battle  between  the 
manufacturing  interest  and  the  landed  property — thus  furnishing  a 
precious  document  to  the  so-called  historical  materialism.  Estab- 
lished subsequently  at  the  head  of  the  Christian  Democracy  in 
Italy,  he  developed  the  economic  doctrines  of  the  school  in  a 
Treatise  of  Social  Economy   (1897,  2nd  edition  1915),  a  very 
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remarkable  book,  not  only  for  its  perfect  acquaintance  with  the 
best  political  economists,  but  for  the  clear  and  courageous  denun- 
ciation of  the  iniquities  of  the  capitalistic  system,  the  remedy  of 
which  he  saw  in  a  radical  renovation  of  the  consciences  and  the 
hearts  of  men.  In  these  respects  the  scientific  work  of  Tonivlo  pre- 
sents a  very  marked  resemblance  to  that  of  Smart.  But  if  we  add 
the  splendid  eloquence  of  our  countryman,  which  made  him  the 
most  acceptable  and  influential  orator  of  the  Catholic  party  in 
Italy,  the  candour  of  his  soul,  giving  him  a  superior  impartiality 
of  judgment  in  respect  to  the  opinions  and  parties  most  opposed 
to  his  convictions,  and  his  extraordinary  modesty,  failing,  never- 
theless, to  hide  his  loftiness  of  mind,  we  cannot  but  bring  a 
sincere  tribute  of  sorrow  to  his  memory,  and  express  the  hope 
that  his  great  merits  may  serve  as  a  lesson  and  example  to  the 
young  generations  crowding  themselves  into  the  battlefields  of 
sociology.    Majorum  gloria  posteris  quasi  lumen. 


The  levy  on  capital  was  included  among  the  resolutions  on 
Reconstruction  passed  at  the  Conference  of  the  Labour  Party  last 
June  :  "  In  view  of  the  enormous  debts  contracted  during  the 
war,  and  of  the  necessity  to  lighten  national  financial  burdens,  this 
Conference  demands  that  an  equitable  system  of  conscription  of 
accumulated  wealth  should  be  put  into  operation  forthwith,  with 
exemption  for  fortunes  below  £1,000,  and  a  graduated  scale  of 
rates  for  larger  totals,  believing  that  no  system  of  tax^ition  only 
of  income  or  profits  will  yield  enough  to  free  the  country  from 
oppressive  debts,  and  that  any  attempt  to  tax  food  or  the  other 
necessities  of  life  would  be  unjust  and  ruinous  to  the  masses  of 
the  people." 

The  Conference  has  no  great  tenderness  for  Capital.  They 
**  cannot  help  noticing  how  very  far  from  efficient  the  capitalist 
system  has  been  proved  to  be,  with  its  stimulus  of  private  profit, 
and  its  evil  shadow  of  wages  driven  down  by  competition  often 
below  subsistence  level.*'  ...  "In  the  opinion  of  the  Conference, 
the  task  of  social  reconstruction  to  be  organised  and  undertaken  by 
the  Government,  in  conjunction  with  the  local  authorities,  ought 
to  be  regarded  as  involving,  not  any  patchwork  gerrymandering 
of  the  anarchic  individuaUsm  and  profiteering  of  the  competitive 
capitalism  of  pre-war  time — the  breakdown  of  which,  even  from 
the  standpoint  of  productive  efficiency,  the  war  has  so  glaringly 
revealed — but  the  gradual  building  up  a  new  Social  order  based 
...  on  the  deliberately  planned  co-operation  in  production  and 
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distribution,  the  sympathetic  approach  to  a  healthy  equality,  the 
widest  possible  participation  in  power  both  economic  and  political. 
The  resolutions  of  tlie  June  Conference  may  be  regarded  as 
a  supplement  to  and  development  of  the  principle  laid  down  in 
the  draft  report  prepared  for  the  Annual  Conference  at  Notting- 
ham last  winter,  a  system  which  is  described  as  resting  on  four 
pillars  :  (a)  The  universal  enforcement  of  the  national  minimum ; 
(6)  The  democratic  control  of  industry;  (c)  The  revolution  in 
national  finance;  (d)  The  surplus  wealth  for  the  common  good. 
The  details  of  the  edifice  which  these  pillars  support  should  be 
studied  in  the  paper  entitled  Labour  and  the  New  Social  Order, 
which  may  be  obtained  from  the  Secretary  of  the  Labour  Party, 
1,  Victoria  Street,  Westminster. 
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RECENT  PERIODICALS  AND  NEW  BOOKS. 


The  Edinburgh  Revieto. 

OcTOBBB,  1018.  Commerce  and  Empire.  The  Editor.  The  nation- 
alistic conception  of  commerce  is  directly  provocative  of  war. 
Imperial  Preference  involves  tariffs  prejuaicial  to  the  Allies;  it 
does  not  carry  out  the  league  against  Qerman  **  penetration  " 
proposed  by  tne  Paris  Conference.  It  would  not  act  as  a  means 
of  securing  food  for  England,  nor  of  binding  together  the  Empire. 
Let  us  not  imitate  the  Qerman  blend  of  nationality  and 
commerce. 

The  nineteenth  Century, 

October,  1918.  A  New  Standard  Price  for  Oold.  Lancelot  Ussher. 
*'  Whereas  the  standard  price  of  fine  gold  is  rather  less  than 
85a.  per  oz.,  while  gold  permitted  to  be  used  for  trade  purposes 
has  risen  to  about  115a.  per  oz./'  it  is  proposed  to  alter  the 
standard  to  the  latter  price,  by  the  concerted  action  of  the 
Allies,  to  the  detriment  of  the  Central  Powers  (who  will  have  to 
buy  back  their  ffold  at  a  heavier  cost  in  goods).  Mining  would 
become  profitable,  hoards  would  be  elicited.  No  one  will  worry 
about  the  use  of  more  alloy  in  the  sovereign. 

The  Contemporary  Review. 

October,  1918.  Equal  Pay  for  Equal  Value.  Mrs.  Fawcett.  This 
principle,  which  is  now  rapidly  gaining  ground,  affords  the  only 
way  of  avoiding  two  great  evils:  (1)  pulling  down  the  hardly- 
won  male  standard  of  living;  (2)  "the  horrors  and  squalid 
disgrace  of  a  sex  war.*'  The  argument  that  men  are  paid  more 
because  they  have  families  to  maintain  is  not  ignored. 

Bankers'  Magazine. 

July,  1918.  Banking  Amalaamaiiona.  The  arguments  of  the 
Treasury  Committee  (Cd.  9052)  for  and  against  amalgamation, 
with  some  additional  considerations,  are  carefully  weighed. 

September.  Some  New  Points  in  Banking.  Sir  B.  H.  Inolis 
Palorave,  F.B.S.  The  Nestor  of  British  Banking  keeps  up 
his  interest  in  new  points.  Beferring  to  the  July  number  of 
the  Edinburgh  Review^  he  locates  the  danger  that  money  raised 
in  England  might  be  used'  against  English  interests.  "  Agency 
Bilk  "  involve  this  risk.  As  to  tiie  service  of  banks  to  industry, 
it  is  desirable  that  more  institutions,  such  as  the  British  Trade 
Corporation,  should  be  formed. 
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Quarterly  Journal  of  Economics  (Cambridge,  Mass.). 

August,  1918.  InUmational  Tariff  Relations  as  Affected  by  the 
War.  W.  S.  CuLBBRTSOM.  A  lucid  classification  and  useful 
descriptions — in  particular  of  the  various  preferences  granted 
by  divisions  of  the  British  Empire — ^lead  to  the  conclusion  that 
tariff  discriminations  between  independent  nations  are  not 
distinguishable  in  principle  from  nreferential  tariffs  within  an 
Empire.  If  the  former  are  vetoea,  the  latter  should  be  also. 
Sugar  Prices  and  Distribution  under  Pood  Control.  R.  G. 
Blaket.  The  balance  of  advantage — in  spite  of  many  disad- 
vantaffesr-is  on  the  side  of  Governmental  con<at>l  of  the  price 
and  mstribution  of  sugar,  under  present  conditions.  Price* 
fixing  in  the  Iron  and  Steel  Industry.  Abraham  Bebolund. 
The  fixing  of  iron  and  steel  prices  has  thus  far  shown  no  ten- 
dency to  cause  reduction  of  output.  Perishable  Produce  under 
Food  Regulation.  W.  F.  Gephabt.  The  Food  Administration, 
particulany  the  "Fair  Price  Interpreting  Board,"  have  stabi- 
used  prices,  increased  efficiency,  not  destroyed  profits ;  no  doubt 
helped  by  the  absence  of  normal  economic  motives  during  the 
war.  The  Distributive  Relations  of  Indirect  Goods.  H.  J. 
Davenport.  A  criticism  of  some  laws  enounced  by  Prof. 
Carver,  in  particular  one  endorsed  by  Prof.  Wesley  Mitchell  that 
the  demand  for  producers'  goods  is  more  sensitive  to  alterations 
than  the  demand  for  consumers'  goods. 

Among  the  notes  and  memoranda  there  is  a  minute  criticism 
of  Prof.  Taussig's  theory  of  international  trade  under  depred- 
ated paper,  by  Frof.  J.  B.  Hollander;  with  a  rejoinder  by  Prof. 
Taussig. 

The  American  Economic  Review. 

September,  1918.  Recent  Developments  in  the  British  Labour 
Movement.  G.  D.  H.  Cole.  The  old  union  of  craftsmen  is 
contrasted  with  the  recent  organisation  of  unskilled  workers 
as  the  general  labour  union,  "a  craft  union  of  workers  without 
craft."  The  National  Federation  of  General  Workers  has  now 
a  membership  over  700,000.  The  new  Labour  Party — into 
which  women  and  intellectuals  (not  exclusive  classes)  are 
admitted — includes  the  Independent  Labour  Party  largely 
imbued  with  Fabian  doctrines  and  trade  imioniste  without  any 
theory.  The  programme  of  the  Labour  Party,  "  Labour  in  the 
New  Social  Order,"  seems  to  the  writer  pouring  new  wine  into 
old  bottles.  "Of  freedom,"  he  fears,  "Mr.  Webb  has  very 
little  real  conception."  The  writer's  own  ideal  is  "  Supplanting 
Capitalism  in  the  Control  of  Industry."  The  Central  Labour 
College  aims  more  directly  at  this  object  than  the  perhaps 
more  scientific  Workers'  Educational  Association.  The  Agrarian 
Movement  in  the  North-west.  James  G.  Dotle.  Private  Colo^ 
nisation  of  the  Land.  R.  T.  Ely.  Historical  Approach  to 
Economics.  1.  A.  Loos.  Substance  and  Shadow  in  War  Finance. 
C.  C.  Plehh.    The  Market  Gauge  Dollar.   D.  G.  Tiwhes. 

Annals  of  the  American  Academy  for  Political  Science 
(Philadelphia). 

Septembeb,  1918.     This  number  is  devoted  to  war  relief  work. 
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Political  Science  Quarterly  (New  York). 

June,  1918.  Bentham's  Felicific  Calculus.  Wesley  C.  Mitchell. 
A -severe  criticism  of  Bentham's  utilitarian  calculus,  on  which 
fresh  light  is  thrown  by  extracts  from  Bentham's  manuscripts 
first  published  in  Hal^vy's  Radicalisme  Philoaophique. 

September.  The  Limitations  of  the  Ricardian  Theory  of  Rent. 
W.  R.  Camp.  Collective  Bargaining  before  the  Supreme  Court. 
T.  B.  Powell. 

Journal  des  EcononUstes  (Paris). 

August,  1918.  La  quatrieme  Rapport  de  la  Commission  Parlement- 
aire  sur  les  dSpenses  puhliques  .  .  .  en  Angleterre.  A.  Raffalo- 
viCH.  Indulgence  to  waste  incident  to  war  is  not  to  be  construed 
as  approval  of  a  **  politique  6tatiste  ' *  in  peace-time.  Les  SocUt6s 
anonymes  h  participation  ouvriire.  A.  Raffalovich.  Un 
grief  des  producteurs  de  I'or.  A.  Raffalovich.  Referring  to 
the  complaint  of  Sir  Lionel  Phillips  at  the  meeting  of  the 
Central  Mining  Corporation  on  the  rising  cost  of  production,  but 
fixed  price,  of  gold. 

September.  .  L*  **  Imperial  Preference**  et  le  **  Patriotic  Pro- 
gramme," Yves  Guyot.  Les  Finances  Britanniques.  W.  M.  J. 
Williams.   L*ivolution  du  Brdsil  pendant  la  guerre.   G.  Lafond. 

October.  L'industrie  de  la  laine.  Yves  Guyot.  Contrdle  inter- 
national de  la  production  de  Vor.  There  should  be  an  inter- 
national Commission  to  regulate  the  production  of  gold  instead 
of  leaving  it  to  the  play  of  natural  influences.  L*industrie 
chimique  franqais  et  la  guerre.  A.  Pawlowski.  Le  quatrieme 
cmprunt  jranqais.    A.  Barriol. 

Revue  d*Economie  Politique  (Paris). 

January-February,  1918.  Des  projets  d* entente  finnnciire  apris 
la  guerre.  Charles  Gide.  There  is  suggested  a  financial 
entente  to  confer  an  international  currency  on  the  notes  issued 
by  the  leading  banks — or  new  notes  issued  by  a  consortiuin  of 
banks.  Pooling  the  expenses  of  the  war  among  the  belligerent 
nations  is  too  radical ;  and  meeting  them  by  paper  money  would 
be  absurd.  Le  renouvellement  du  priviUge  de  la  Banque  de 
France,  G.  Lachapelle.  Les  deux  demiers  emprunts  alle- 
mands.  Charles  Rist.  Sismondi  et  la  condition  des  ouvriers 
frangais  de  son  temps.    O.  Festy. 

March-April.  Le  rdgionalisme  economique.  B.  Raynaud.  Sismondi 
^continued).  O.  Festy.  Le  relevement  des  tarifs  de  chemin  de 
Jer  en  France.    M.  Ports. 

Giomale  degli  Economisti  (Rome). 

July,  1918.  Economic  Sperimentale.  V.  Paeeto.  A  profound 
logical  study.  La  politica  economica  postbellica  dei  grandi 
Istituti  Bancari  Italiani.    M.  Grunberg. 

August.  La  politica  dei  prestiti  di  guerra.  B.  Griziotti.  II  motive 
eterno  delta  "  Terra.**    G.  Carano  Donvito. 
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September,  1918.  La  politica  dei  preatiti  di  guerra,  B.  Oriziotti. 
Calcolo  dell  indice  ponderato  dei  prezzi  aWingroaso  in  Italia  del 
1910  al  1916.  C.  Ottolenohi.  A  set  of  weights  index  v 
numbers  for  wholesale  prices  in  Italy,  showing,  with  reference 
to  the  mean  of  the  triennium  1910-12  as  bc^e  (equated  to  100), 
a  rise  of  general  prices  for  1916  to  227;  and  more  detailed 
conclusion  for  months,  and  commodities,  separately  or  in  groups. 


Welttoirtschaftliches  Archiv  (Jena). 

Vol.  13,  No.  2,  August  15th,  1918.  More  important  articles: 
Prohleme  des  vnttachaftlichen  Wiederaufbaues,  Pbof.  Dr.  C.  A. 
Verrun  Stuart.  (Utrecht.)  Zur  Theorie  dea  SchutzzoUes. 
Prof.  Dr.  Josef  Qruntzbl.  (Vienna.)  Zur  belgiachen  Praae, 
Dr.  Felix  Rachfahl.  Daa  mitteleuropaische  Wirtschafta- 
problem  in  der  jUngaien  Literatur,     Dr.  Franz  Eulenbbro. 

Vol.  18,  No.  8,  October  1st,  1918.  More  important  articles: 
Wesen  und  Begriff  der  Weltmrtschaft.  Prof.  Dr.  B.  Harris. 
[Revised  reprint  of  an  article  on  this  subject  which  appeared  in 
the  first  issue  of  this  Review.]  Das  Volkaeinkommen  Osterreichs 
und  Ungarns,   Prof.  Dr.  A.  QOrtler. 


NEW  BOOKS. 

English. 

Cannan    (Edwin).      Money:    Its   Connection   with    Rising   and 
Falling  Prices.    London :  P.  S.  Kmg.    Pp.  66. 
[To  be  reviewed.] 

Equal  Pay  and  the  Family.  A  Proposal  for  the  National  Endow- 
ment of  Motherhood.     London:   Heaoley.     Pp.  70.     If. 

[The  report  of  a  Committee  formed  at  the  •OKR^'tion  of  Miit  RatKbone. 
Beaden  of  her  article  in  the  Economio  Journal  for  March,  1917,  will  be  pre- 
pared for  a  masterly  statement  of  the  contradiction  between  the  claims  of  the 
family  and  the  principle  of  "equal  pay  for  equal  work.**  The  solution  is  found 
in  the  payment  to  au  mothers  of  an  endowment  allowance  for  all— -except  per- 
haps illegitimate  or  over-nomerons — children  op  to  the  age  of  five  years. 
128.  6d.  a  week  for  the  mother,  and  Ss,  a  week  for  the  first  child,  and  6$.  6d, 
for  each  additional  child  (under  five)  are  the  payments  snnrested.  The  total 
annual  cost  o>f  the  scheme  would  be  approximately  £144,000,000.  The  danger  to 
wages  would  not  be  serious.] 

Hecht  (J.  S.).  A  Challenge  to  Economiste.  London:  Ring. 
1918.     Pp.  48. 

[The  whole  structure  of  Free  Trade  rests  on  fallacies.] 

No.    112 — YOTj.   XXVIU.  K   K 
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Mabx  (Karl).  Wage,  Labour,  and  Capital.  With  an  iniaro- 
duotion  by  Frederick  Engels.     Chicago :  Kerr. 

[A  translation  of  articles  published  by  Marx  in  the  'forties,  as  edited  by 
EngeU  in  1891.] 

NiOHOLSON  (J.  Shield).  War  Finance.  Second  edition,  with 
three  additional  chapters.     London:  P.  S.  King.     1018.     Pp.  504. 

[The  additional  chapters  are  on  Bolshevism,  Another  Tear  of  Inflation, 
The  Parent  of  the  War  Debt  by  Taxation  of  Capital--all  three  treated  as 
great  evils.] 

Smith  (E.  S.).  Housing:  The  Present  Opportunity.  London: 
King.     1918.     Pp.  98.     U. 

Pbtavbl  (Captain  J.  W.).  Man  and  Machine  Power  in  War  and 
Reconstruction.  With  Foreword  by  Sir  Asutosh  Mookerjee.  Cal- 
cutta:  The  University.     1918.     Pp.  163. 


American. 

Allik  (Cephas  D.).  A  History  of  the  Tariff  Relations  of  the 
Australian  Colonies.  (University  of  Minnesota  Studies.)  Minnea- 
polis :  University  of  Minnesota.     1918.     Pp.  177. 

Andrews  (Irene  V.)  and  Hobbs  (Marqarbtt  A.).  Economic 
Effects  of  the  War  upon  Women  and  Children  in  Qreat  Britain. 
(Carnegie  Endowment  for  International  Peace.)  New  York :  Oxford 
University  Press.     1918.     Pp.  190. 

Faulkner  (Harold  U.).  Chartism  and  the  Churches.  A  Study 
in  Democracy.  (Columbia  University  Studies.)  New  York: 
Columbia  University.     (London:  King.)     1916.     Pp.  152. 

Florence  (P.  S.).  Use  of  Factory  Statistics  in  the  Investigation 
of  Industrial  Fatigue.  (Columbia  University  Studies.)  New  York : 
Columbia  University.    1918.    Pp.  168. 

Orat  (Howard  L.).  War-time  Control  of  Industry.  The  Experi- 
ence of  England.     New  York :  Macmillan  Co.     Pp.  807.     $1.75. 

Lauohlin  (J.  L.).  Credit  of  the  Nations.  A  Study  of  the  Euro- 
pean War.    New  York :  Soulsner.     1918.     Pp.  406.     $8.50. 

Mills  (F.  C).  Contemporary  Theories  of  Unemployment  and 
of  Unemployment  Relief.  (Columbia  University  Studies.)  New 
York:  Columbia  University.     (London:  King.)    1917.    Pp.  178. 

Rosenblatt  (F.  F.).  The  Chartist  Movement  in  its  Social  and 
Economic  Aspects.  (Columbia  University  Studies.)  New  York: 
Columbia  University.     (London :  King.)    1916.     Pp.  248. 

Slosson  (Preston  W.).  The  Decline  of  the  Chartist  Movement. 
(Columbia  University  Studies.)  New  York:  Columbia  University. 
(London:  King.)    1916.     Pp.  216. 

Snow  (C.  D.)  and  Kral  (J.  J.).  German  Trade  and  the  War. 
Washington :  Bureau  of  Foreign  and  Domestic  Commerce.  Miscel- 
laneous Series,  No.  65.     1918.    Pp.  286. 

[A  picture  of  German  eoonomic  life  in  war  time.] 
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French. 

Cambon    (Jules).      Le    Oouvernement    Odn^ral    de    TAlgMe 
(1891-1897).     Paris:  Champion.     1918.    Pp.  448. 

Raffalovioh  (A.).   L'inflation  des  signes  mon^taires  et  du  cr^it. 
Causes,  dangers,  remfedes. 

ItcUian. 

Lanzillo  (Aoostimo).    Disfatta  del  Sosialismo.    Florence :  Delia 
Voce.     1918. 


[Reviewed  Above.] 


Spanish. 


Bbbnis  (F.).  La  Hacienda  Espafiola.  (Biblioteca  de  Cultura 
Modema.)    Barcelona:  Editorial  Minerva. 

[To  be  reviewed.  Taxes  ea  they  are  in  Spain,  and  ae  U^y  ooffht  to  be  in 
view  of  what  they  are  eliewhere;  sach  i»  the  tenor  of  the  Spanish  professor's 
treatise.] 

Greek. 

ANDRBA0B8  (A).  ISTOPIA  THS  EAAHNIKH2  AHM02IA2 
OIKONGMIAS.     Athens.     1918.    Pp.  624. 

Andbbades  (AJ.  HEPI  TOT  HAHeTSMOT  KAI  TOT 
HAOTTOT  TH2  KflNSTANTINOTnOAEflS  KATA  TOTS 
ME20T2  XPONOT2.     Athens:  1918.    Pp.297. 

[By  the  skilful  handling  of  circomstantial,  though  not  precise,  data  it  is 
elicited  that  the  population  of  Constantinople  was  not  less  than  500,000,  except 
during  the  seventh  and  eighth  centuries..  The  wealth  of  the  city  does  not 
admit  of  such  accurate  determination.  Perhaps  Chrvsostom  was  not  far  wrong 
when  he  estimated  the  riches  of  Constantinoole  in  his  day  at  a  sum  equal  in 
present  money  to  an  amount  between  40  and  120  million  francs,  and  to  five 
times  the  amount  in  use.] 

Oerman. 

Herkner  (Dr.  Heinrich,  Editor).  Die  Neuordnun^  dor  deutechen 
Finanzwirtschaft.  Second  series.  Munich  and  Leipzig.  1918. 
Pp.  408. 

[Attention  was  called  to  the  first  series  of  these  studies  in  the  September 
issue  of  the  EcoNOinc  Journal.  In  the  second  series  Qustav  Oohn  pleads  for 
Imperial  succession  duties  and  property  and  income  tax ;  Bulenburg  and  Jaffe 
consider  how  production  may  be  increased  in  Germany;  Qunther  inauires  into 
the  effect  of  .taxation  on  small  incomes;  Paul  Hamburger  oondemns  tne  levy  on 
capital;  and  Most  and  Schwarz  furnish  studies  on  the  future  of  Oennan 
municipal  finances.] 

Ettinoer  (Dr.  Markus).  Die  Vermogensabgabe  und  Konjunc- 
turgewinnsteuer  im  sozialen  Zukimftstaate.  Vienna  and  Leipzig. 
1918. 

£1  very  full  survey  of  the  <^nions  in  favour  of  and  against  the  capital  le^. 
a  consideration  of  the  influence    of    poii-beiium    taxation   on    economic 
activities.] 
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Gruntzel  (Dr.  Josef).  Wirtschaftliche  Begriffe.  Vienna. 
1918.     (Alfred  Holder.) 

[Particularly  full  on  iKe  problem  of  capital.] 

Juno  (Dr.  August).  Die  staatliche  Elektrizitats-Grossversorgung 
Deutschlands.     Jena.     1918.     Pp.  vi  +  121. 

[Argues  in  favour  of  a  State  monopoly  of  electricity  supply.] 

Manes  (Dr.  Alfred).  Staatsbankrotte,  wirtschaftUche  und 
rechtliche.     Berlin.     1918.     (Karl  Siegismund.) 

Mehrino  (Franz).  Karl  Marx.  Geschichte  seines  Lebens. 
Leipzig.     1918.     Pp.  xii  +  544. 

Prion  (Dr.  W.).  Die  deutschen  Kreditbanken  im  Kriege  und 
nachher.     Stuttgart.     1917.     Pp.   165. 

VoGBL  (Dr.  E.  H.).  Die  Theorie  des  volkswirtschaftlichen  Ent- 
wicklungsprozesses  und  das  Krisenproblem.  Vienna  and  Leipzig. 
1917.     Pp.  x  +  400. 

[A  thorough  study  of  crises.] 
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